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NORTHERN ‘= 
IRELAND 


as an integral part of the United 
Kingdom of Great Britain and 
Northern Ireland, had its entire 
resources and great industries 
applied and directed to serve 
Britain’s war effort, and now 
these resources and industries are 
directed and concentrated on 
Britain’s drive for dollar-producing 
exports, representing an all-in 
effort in Shipbuilding, Tobacco 
Manufacturing, Rope Making, 
Linen Manufacture, Engineering, 
and the manufacture of Textile 
Machinery and construction of 
Aircraft; while the Farmers, 
representing Northern Ireland’s 
major industry, are in the fore- 
front of the economic fight to 
‘ save dollars. 
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A Banker's Diary 


THE tempo of disinflation in Britain seems to have been rather slower in the 
past month, and some recent evidence suggests that the “ natural ’’ influences 
—as distinct from those arising specifically from the Budget— 

Pause in have a smaller impetus than many people at first supposed. 

Disinflation The experience of the marginal trades which felt the first sharp 
impact—such as the radio industry—does not seem to have 
spread to other trades. Public spending, though much more selective, has not 
dried up so fast as some had predicted. Despite the bad weather at the height 
of the holiday season, net dis-saving by “small’’ savers was much larger 
than in 1947—a circumstance which, admittedly, may reflect an increased 
pressure on incomes, but certainly does not imply any great determination to 
cut down avoidable expenditure. Similarly, the June returns from retail trade 
showed an immediate response to the coupon concessions granted at the end of 
May. A comntra-seasonal increase in clothing sales—by 8 per cent. on the 
month—carried the apparel index to within a fraction of its post-war peak. 
Sales in the non-clothing categories, however, were on balance lower, and the 
total index was unchanged on the month, at 7 per cent. above the average for 
the past twelve months. “ Rationing by the purse ”’ is becoming noticeable 
in many directions, but it is far from being fully effective. Meanwhile, the 
spreading pressure for wage increases on the one hand, and the increased 
military expenditure and outlays in Germany on the other, may dissipate part 
of the force of disinflation at its source. 

These tendencies, the significance ot which cannot yet be adequately 
gauged, have led some prophets to suggest again—somewhat over-hastily— 
that the whole policy is bound to collapse. This argument partly explains the 
relative firmness of equity prices through one of the quietest holiday seasons 
on record. But, whatever may be thought about the course of disinflation as 
such, this Stock Market reasoning is open to question. A new round of wage 
increases at this stage would reduce rather than increase profit-margins ; 
while dividend limitation would effectively hold back from shareholders such 
extra profits as might filter through to a few companies. 

The need for the Government to hold fast to its disinflationary policy is of 
course at least as great as it ever was. Though the export performance has 
been better recently (the physical volume in the first half-year actually sur- 
passed the target), the half-year’s visible deficit was some £60 millions larger 
than that envisaged in the ‘‘ Economic Survey.”’ The latest evidence suggests 
an overall deficit for the year of between £350 and £400 millions, or more than 
{100 millions beyond the figure assumed in the Government’s planning. Yet 
recruitment to the key industries, as we noted last month, has made very 
disappointing progress. In May, coal, textiles and agriculture needed 144,000 
extra workers to achieve the man-power targets set for the year-end; they 
gained in June a mere 4,000. The labour required for these and other key 
industries was expected to be provided by releases of nearly a quarter of a 
million from four groups—building, clothing, food, etc., and distribution ; yet 
by end-June these groups had actually increased their labour force. 
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THE Organization for European Economic Co-operation in Paris has been 
struggling with two main tasks during the past month. The first has been that 
of allocating among the nineteen recipient countries the aid 

New to be yiven by the United States during the initial year to 

European June 30, 1949. The second has been the final hammering into 

Payments shape of the European payments scheme which had so long 

Scheme been in the making. The task of allocation has revealed all 

the expected difficulties, which have largely confirmed the 
British Government’s doubts about the U.S. determination that the allocation 
should be made, not by E.C.A. in Washington, but by O.E.E.C. in Paris. 
Agreement was reached on this subject by a small committee representing four 
of the countries, but its findings were immediately contested by certain of the 
others—the loudest protestations came, ironically enough, from the Americans 
representing Bizonia. The whole question has now been remitted to a larger 
committee, and no doubt final agreement will soon be reached. 

The payments scheme is assuming greater and greater complexity as the 
Paris committee tussles with its intricacies. The basic principle behind it is 
that so-called supplementary allocations of dollars will be made to countries 
which put credits at the disposal of other European countries, these credits to 
be related to, and ostensibly financed from, the local currencies deposited by 
them as the counterpart of Marshall Aid grants. Among the difficulties still to 
be surmounted are those deriving from the fact that the main creditor countries 
are those which are least likely to receive grants and which, therefore, will have 
no local currencies to put into European circulation. Another difficulty concerns 
the distribution of these ‘“‘ supplementary ” allocations among the European 
credit-givers and credit-takers. As the allocations will not be allowed to in- 
crease the funds available under Marshall Aid, the European countries which 
will give credit to their neighbours naturally object to having these 
“ additional ’’ Marshall allocations provided from the total allocations already 
fixed for them. Further difficulties arise from the operation of the new clearing 
scheme. It has been impossible as yet to reconcile the views of those who wish 
to use the already-tried machinery of the Bank for International Settlements 
and those who want to start de novo. 


THE financial problem in France, some salient aspects of which are examined 
in a subsequent article, remains also the primary political problem. The fall 
of M. Schumann’s Government and the immense difficulties 
Battle of that attended the formation of the new Government led by 
French M. Marie were almost exclusively concerned with financial 
~Imances issues. The stability of the franc at its recently devalued 
level has been endangered by the continuing budget deficit, by 
the steady increase in the cost of living and by consequent demands for higher 
wages. The former Finance Minister, M. Meyer, is still in the Government, but 
not in his former place. That is occupied by M. Reynaud, that veteran of 
French politics, a financial magician if ever there was one, and undoubtedly the 
dominant member of the new administration. M. Reynaud accepted office 
only on condition that he was given power to govern by decree in his own 
sphere of finance. This demand for special powers, the subject of bitter battle 
in the French parliament, has now been conceded, but at the moment of 
writing, M. Reynaud has not fully shown his hand. 
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He will certainly need all his gifts, even those of the magician. His first 
task must be to induce the average Frenchman to pay his taxes. Otherwise, 
the new battle of French finances will be lost as irretrievably as those fought by 
countless French administrations in the past 25 years. This fundamental 
issue does not appear in M. Reynaud’s five-point programme—unless embraced 
in point four—which contemplates the recodification and simplification of the 
entire taxation system. The other points are a reform and considerable 
deflation of the Civil Service ; a reorganization of the nationalized enterprises, 
whose trading losses are now a millstone around the neck of any French 
Finance Minister; a stricter control of the system of social security and 
family allowances ; and a four-year development programme for France and 
her overseas territories aimed at achieving equilibrium in external payments 
by the time Marshall Aid comes to an end. M. Reynaud enters on his 
task with a great reputation, with a strong belief in the virtues of free enter- 
prise and a corresponding suspicion of divigisme. If he could bridge the budget 
deficit, which is largely a matter of restoring the fiscal morality that has so 
long been lacking in France, he would have gone much more than half-way 
towards his objective. 


New Zealand fluttered the financial dove-cotes last month by deciding to 
raise the value of her currency to parity with sterling. The rate for New 
Zealand pounds in London was immediately adjusted from 
New Zealand {124-125 to {100-101 (New Zealand) to £100 sterling. The 
Pound Finance Minister, Mr. Walter Nash, who made the announce- 
Appreciated ment, explained that the appreciation of the New Zealand 
currency was intended to neutralize the rise in prices outside 
New Zealand and thus to re-establish equilibrium between the New Zealand 
and external price levels. There has undoubtedly been some alarm in New 
Zealand at the rise in the cost of living, the responsibility for which has been 
attributed to the high cost of imported goods. The rising trend of U.S. dollar 
prices was regarded as particularly menacing. New Zealand’s reaction to this 
trend thus recalls the Canadian and Swedish currency appreciations after U.S. 
prices were decontrolled in 1946. It is to be hoped that the parallel will not 
extend to the effects of the revaluations, for Canada and Sweden soon came 
to regret their decisions. 

New Zealand’s move appears to have been prepared in great secrecy and 
with very little consultation with other countries. In this New Zealand was 
undoubtedly within her rights. She is not yet a member of the International 
Monetary Fund and is not, therefore, bound by the restrictive rules of that 
institution. On the other hand, whether member or not, New Zealand must 
acknowledge the basic principle which binds those who are members, namely, 
that any major exchange decision must have effects upon other countries. 
Among those others, in this instance, none is more immediately involved than 
Australia. Australian and New Zealand pounds have tended to move together 
in the past, and the psychological link between the two is as powerful to-day 
as ever it was. Mr. Chiffley, the Australian Premier, has declared that there 
Is no question of changing the parity of the Australian pound. Among the 
paradoxes of the exchange markets, however, the tail has been known to wag 
the dog, and many people, despite the denial, still expect this to happen. 

cl 
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The reactions to the move by New Zealand will be watched with interest, 
particularly throughout the sterling area. In the first instance, there will be 
no effect on New Zealand's food contracts with the United Kingdom, since the 
contract prices are expressed in sterling ; indeed, one of the ingredients which 
sweetens this pill for the Dominion’s primary producers is the recent increase 
in those prices. The currency revaluation will, however, strengthen the forces 
making for a renegotiation of the contracts. The New Zealand dairy interests 
are unlikely to be immediately affected, since the Dairy Commission, which 
buys in bulk from them, will probably take the main impact of the revaluation 
upon itself. That arrangement, however, cannot last indefinitely. 

New Zealand's decision was based upon a reasonably strong reserve position. 
Its sterling holdings on June 30 last were about £63 millions, compared with 
an average of about {20 millions before the war but with nearly £80 millions 
twelve months ago. The deterioration since then makes the latest exchange 
decision all the more difficult to understand. 


THE complicated mechanism of internal accounting, by which the sterling 
proceeds of E.C.A. grants are nominally segregated and controlled through 
a special Treasury Account at the Bank of England, was put 
The E.C.A. into operation early last month. It was first reflected in the 
Sterling Bank Return of August 4 and the Exchequer Return of August 
Account 7. The former revealed a £33.4 millions credit to a new item, 
“H.M. Treasury Special Account "’, shown as a subdivision of 
Public Deposits. The source ot this credit was Treasury borrowing from the 
Bank of England on special interest-free Treasury Notes, the Bank’s holding 
of which, though not separately shown, correspondingly increased the Govern- 
ment securities portfolio in the Banking Department. The parallel entry in 
the Exchequer Return was an increase of £33.4 millions in “ Receipts from 
creation of Other Debt—lInternal’’, offset by an equivalent repayment of 
Departmental ways and means advances. When the American authorities 
formally give permission for the “ use ”’ of the special sterling to redeem debt, 
the Exchequer Return will duly record the “ receipt” of the money by the 
British Treasury (under a new below-line entry, receipts under E.C.A.) and its 
simultaneous application to the stipulated use—redemption of the special 
Treasury Notes created for the purpose. The new below-line item will there- 
fore be balanced by an equal decline in the “ Internal Debt ’’. In the Bank 
Return, of course, the corresponding entries at that stage will be a decline 
the Special Account and in the portfolio of Government securities. 

As misunderstandings still persist, it should be emphasized again that 
these impressive operations are mere internal book-keeping ; unless and until 
the Special Account is used for other purposes, such as the financing of U.S. 
stock-piling purchases (in which case the Treasury will have to borrow the 
required funds from the banking system), the whole procedure has no real 
effect whatsoever. No cash passes at any stage, and no mew fund is made 
available for any genuine (as distinct from nominal) redemption of debt. As 
has been repeatedly explained in these columns, a real redemption of debt 
(or avoidance of borrowing) occurs from day to day, as the authorities are 
paid in cash for their sales of dollars to British importers or of bulk-purchased 
goods to British traders. But the resultant debt redemption is equal to the 
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Treasury's nef receipts from the external deficit as a whole ; it is not directly 
related to the amount of E.C.A. aid, and is quite independent of the mechanism 
of the Special Account. 

Those who wish to follow the internal accounting should note that the 
apparent debt redemption which arises when transfers are made to the Special 
Account (when ways and means fall correspondingly) results from the actual 
receipt of dollars from the United States. The Treasury in effect uses these 
dollars to discharge its nominal debt to the Exchange Equalisation Account on 
tap bills or ways and means ; these transactions do not, however, emerge in the 
Exchequer Return until the transfers are made to the Special Account, because 
in the meantime (to avoid giving any offence to American susceptibilities) the 
nominal sterling counterpart is credited, not to the Treasury, but to a Sus- 
pense Account in the name of the Paymaster-General. 


THE question of releases from sterling balances and its associated problems was 
briefly debated again on the eve of the Parliamentary recess. Mr. Douglas 
Jay, the Economic Secretary to the Treasury, gave revised 

Sterling figures of the releases, and expounded in greater detail than 

Releases hitherto the Government's justification of unrequited exports. 

He pointed out—what is indeed obvious—that a distinction 
must be made between releases intended to build up working balances and 
teleases that are meant to be spent. The amounts actually spent can be 
measured by net movements in the total of the balances. Revising the figures 
given in the Economic Survey and the Balance of Payments White Paper, 
Mr. Jay disclosed that, taking 1946 and 1947 together, sterling area countries 
reduced their sterling balances by £183 millions, while other countries increased 
theirs by £78 millions. There was thus a net drop of £105 millions during the 
two years, but this trend was reversed in the early months of this year, for 
the net movement in the 24 years to end-April last was £83 millions—equivalent 
to between 2 and 3 per cent. of U.K. exports during the whole period, a ratio 
which Mr. Jay appeared to regard with satisfaction. 

His justification of unrequited exports fell under five heads: (1) If Britain 
is to balance her overseas accounts while a deficit with the Western Hemisphere 
is being covered by E.R.P. assistance, she must run a surplus with some other 
countries ; (2) By selling essential sterling goods to countries such as India 
she can save dollars by enabling those countries to curtail their purchases of 
these goods from dollar countries ; (3) Capital goods sent to various parts of 
the sterling area are an absolutely essential part of the development of pro- 
ductive resources which has to be carried out during the E.R.P. period ; (4) 
Exports at present unrequited may be a valuable means of establishing new 
export markets ; (5) Some regard must be had in this matter for fundamental 
human needs: certain countries, such as India, would have been subjected to 
intense misery had they been unable to draw on their sterling balances. In 
principle, these arguments may be convincing, but can they really be regarded 
as justifying the large amounts of released balances and consequential un- 
requited exports ? On a long view, the burden must be measured, not by net 
figures (since these take credit for new borrowings), but by the gross releases 
from “‘ old” sterling accumulations. 
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CLEARING bank advances declined by £13.7 millions in the first three weeks of 
July, their first fall in any monthly period for two years. Some net repayment 
of advances is, in fact, a common feature at this time of the 
Fall in’ year; except for 1947, it has affected every July return for 
Bank the past decade. Moreover, £9 millions of this latest fall was 
Advances attributable to the National Provincial Bank (whose figures 
also fell by that amount in June) and may merely reflect the 
vagaries of tobacco financing. It would be premature, therefore, to modify 
the view expressed in these columns last month, that disinflationary influences 
would not necessarily produce any rapid reversal of the recent upward trend 
in advances—unless the banks themselves adopt an even more discriminatory 
attitude towards new applications than seems likely. Signs of a changing 
attitude do, however, seem to be discernible from the July statement: seven 
bank:, apart from the National Provincial, showed small declines. 

That the banks should be scrutinizing new applications more critically than 
they deemed it necessary to do in the early post-war phase is hardly surprising. 
As the pressure of inflation relaxes and bottlenecks in materials and com- 
ponents open out, the short-term financial needs of the essential industries 
should tend to decline, for a time at least, even though their production rises. 
On the other hand, the positive pressure which disinflation puts upon the less 
essential trades is causing, and probably will increasingly cause, temporary 
accumulations of stocks. In consequence, the centre of gravity in new demands 
for bank credit is shifting from the most credit-worthy to the least credit- 
worthy trades—and some of these now present larger risks to lenders than 
they have done for a number of years. Influences such as these could con- 
ceivably accentuate the change of trend which the July figures suggest ; but 
it is too soon to feel sure that this will happen. The decisive factors will be the 
attitude of the banks themselves towards the contracting industries and the 
extent to which the expanding trades finance themselves through the new 
capital market. 


July, Change on 

1948 Month Year 
£m. £m. £m. 
Deposits ‘a + a 5908.8 —- 45-7 + 265.0 
Net Deposits * .. ay ie 5730.3 —- 5.5 + 284.8 

eh. 

/o 8 
Cash .. ve “ ir - 488.7 (8.27) - 3.6 + 13-7 
Money Market Assets a “< IIQI.I (20.2) + 59.0 + 49.7 
Call Money ac = a 476.6 ( 8.1) + 3.3 + 34.5 
Bills aa ws as ct 714.5 (12.1) + 55-7 + 15.2 
Treasury Deposit Receipts .. a 1319.5 (22.3) — 41.0 + 374 
Investments plus Advances .. a 2803.9 (47.4) — 14.3 + 186.3 
Investments xa ine “ 1477-5 (25.0) - 0.6 -— I1,0 
Advances os ave - 1326.4 (22.4) — 13.7 + 197.3 


*After deducting items in course of collection. § Ratios of assets to published deposits. 


Bank deposits also declined in July, but the net figure dropped by only 
£5} millions—or by rather less than was to be expected from the reduction m 
the Government’s visible requirements. The Treasury, in fact, was again a 
net borrower from the banks. Last month, after the usual seasonal gap in 
T.D.R. maturities the authorities borrowed on five-month T.D.R.s, to ensure 
a flow of maturities in the 1949 “‘ revenue ” season. 
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No Hard Money for America 


HE United States authorities are just emerging from another round in 
T tne fight with inflation, and once again the points must be awarded to 

the enemy. The latest phase of this battle has been strangely unreal. 
The special session of Congress called by the President specifically to deal with 
the problem of inflation never got down to its task. In fact it was never ex- 
pected or intended to do so. It was called as a brazen political manceuvre to 
try to pin on this much-maligned 80th Congress and its Republican majority 
all the blame for high prices, the issue on which the President is obviously 
going to fight the coming battle for re-election. Congress answered in appro- 
priate political language. It went through certain motions of obeisance to the 
challenge of the rising tide of prices, but it avoided all real contact with the 
enemy. 

This appearance of shadow boxing not only applies to Congress, which can 
be excused for some inertia at this eve of the Presidental campaign, but has 
throughout characterized the attitude of the Administration towards the 
problem of inflation in the United States. Whenever, since the end of the war, 
that problem has raised its head in sufficiently ugly manner to demand atten- 
tion, the counter measures have always stopped short of really effective use of 
the mechanism of credit control. Since there was in practice no adequate 
alternative to this mechanism once physical controls over prices and con- 
sumption had been abandoned after the end of hostilities, it is hardly surprising 
that the fight against inflation in the United States has hitherto proved so 
one-sided. 

The inhibitions against the use of financial controls, and in particular against 
the application of hard money policy, go back a long way in the United States. 
They crystallized, as might be expected, in the New Deal era and were a reaction 
against the obvious shortcomings of the method of indiscriminate, quantitative 
credit control in dealing with the speculative boom of the late 1920s and the 
subsequent slump. It was at this point that the principle of qualitative 
control of credit began to assert itself. It found expression in the special 
regulations on margin requirements for Stock Exchange collateral loans. Later 
it was extended to the highly sensitive sphere of instalment or consumer credit 
finance. 

This retreat from the principle of quantitative control of credit, which was 
natural enough in the abnormalities of the early 1930s and amid the general 
philosophy of the New Deal, has become increasingly foreign to the economic 
climate as it has developed in the United States since the end of the war. 
There is, however, onge factor which explains, by itself, the whole of the 
paradox. It is the obsession of the U.S. financial authorities with the problem 
of their National Debt, now a debt of over $250 billions, the greater part of 
which was incurred during the war and incurred on an inconveniently short- 
term basis. That debt is consequently in a continuous process of maturity 
and refunding. 

Every suggestion that hard money should be allowed to do its impartial 
work in controlling and neutralizing the inflationary forces in the United 
States economy is, therefore, met by the counter-argument that this would 











THE BANKER 


140 








increase the difficulty of debt refunding and would saddle the Government 
with a considerably increased interest bill. 

That argument, whether propounded to Congressional committees in 
Washington or to bankers in Wall Street, has proved seemingly overwhelming 
and unanswerable. Even the members of the Board of Governors of the 
Federal Reserve System who, like Mr. Marriner Eccles, have long been pleading 
for credit restriction, for higher reserve requirements from commercial banks, 
and even for higher short-term money rates, always stop short before their 
argument reaches its logical conclusion, and vehemently condemn any action 
that might seriously endanger the present level of medium- and long-term 
Government security prices in the United States. 

American commercial bankers can be excused these blind spots in their 
vision of economic policy. After all, they have the enormous vested interest 
in stable prices for Government securities which arises from their own holdings 
of over $60 billions of this paper. At the same time, it cannot be denied that 
the readiness of the Federal Reserve System to support the Government bond 
market is one of the main channels through which inflation of credit in the 
United States can at present be fed. That support in effect reduces the whole 
of the Government debt to a debt payable on demand. In recent months, 
the commercial banks have been fully aware of that fact and have made use 
of it. Purchases of Government bonds of five years and over by the Federal 
Reserve Banks have recently reached up to $400 millions a week. To that 
extent the debt has been monetized and converted into bank cash. By opera- 
tions of this character, any raising of reserve requirements can aud will be 
nullified. 

The inflationary movement in the United States in the form in which it is 
apparent to-day dates from the year 1946, when control of prices was aban- 
doned, rationing disappeared, and the suppressed inflation which had been 
gathering pressure within the United States during the war years was given 
freedom to manifest itself openly. The inflationary potential already present 
in the situation was symbolized in the substantial increase in bank deposits, 
in the public’s holdings of Government securities, the general rise of money 
incomes and in the huge backlog of unsatisfied demand for consumer goods. 
It has since been fed by additional fires. First has been the continuing inflow 
of gold. Second is the generously abnormal outflow of capital and external 
gifts from the United States which has maintained exports at a level never 
before reached and never before dreamt of in the history of that country. 
Thirdly, on the purely domestic plane, has been the steady pressure for wage 
increases, of which a third round has just been completed. On the domestic 
front, too, there have been the inordinate revival of consumer credit—also 
to figures never before attained ; a building boom based on a volume of new 
mortgage credit which has also reached record proportions; the ambitious 
programme of capital development set in train by the reconversion of American 
industry to peace-time production ; and, finally, the fact that, except for the 
year 1947-48, the post-war period has witnessed a continuance of deficit 
financing by the U.S. Government. 

When Congress reassembled in special session at the end of July it met an 
impressive list of proposals from the President. These included the re-establish- 
ment of the corporate excess profits tax, the restoration of control over con- 
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sumer credit, the granting of greater authority to the Federal Reserve Board 
to regulate credit, the reinforce ment of regulative powers over speculation and 
commodity exchanges, the reintroduction of physical allocation and inventory 
control of scarce and essential commodities, the tightening of rent controls, 
the authority to reintroduce rationing of scarce commodities and, finally, 
restoration of selective price control. 

Congress made short work of this suggested bill. It restricted its actions 
to the sphere of credit control and eventually increased the legal limits to 
which the Board of Governors of the Federal Reserve System can raise reserve 
requirements of member banks. Even in this, however, its action fell con- 
siderably short of the demands of the Administration, which had asked for an 
increase of 10 per cent. in the ceiling of reserve requirements of member banks 
against demand deposits and of 4 per cent. in that against time deposits. 
What Congress granted was an increase of only 4 per cent. in the former and 
of 14 per cent. in the latter, making the maximum that can be required from 
Central Reserve City banks 30 per cent. against demand deposits and 7} per 
cent. against time deposits, compared with the previous ceilings of 26 per cent. 
and 6 per cent. respectively. Congress also sanctioned the restoration of 
control over consumer credit. It should be added that these increased reserve 
requirements have not yet been put into effect and that they merely hang as 
a sword of Damocles—or, rather, as a very harmless toy weapon—over “the 
heads of the commercial banking system. 

Action has already been taken, however, to control consumer credit trans- 
actions. As from September 20, all such transactions of between $50 and 
$5,000 will again be subject to Federal Reserve Board Regulations. These 
will require a 334 per cent. cash payment on a large number of consumer goods, 
including motor cars, and a 20 per cent. cash payment on most household 
appliances. A time limit of fifteer: months has been fixed for completing all 
such transactions of $1,000 or less. For purchases above this figure completion 
will have to be made in, at most, eighteen months. 

At the time of writing no action has been taken to implement the increased 
power over member banks’ reserve requirements. Superficially, at least, the 
banking position should be highly vulnerable to action of this kind. On 
August 12, 1948, the member banks of the Federal Reserve System held 
reserve balances of $17,834 millions and excess reserves of some $1,050 millions. 
This ostensibly large figure of excess reserves does not betoken any really 
comfortable position. These reserves are held by some 7,000 banks and most 
of the excess is to be found with small country banks. Nearly all the large 
city banks are running close to their reserve requirements and have no cushion 
with which to take the impact of any increase in reserve requirements. If, 
therefore, the Reserve authorities impose such an increase, the member banks 
will have to seek assistance from the Reserve banks. At this point, however, 
the policy of the Reserve System in supporting the bond market will come into 
headlong collision with its policy of restricting credit. If the present practice 
continues, the member banks will have no difficulty in restoring their cash 
balances by selling bonds to the Reserve banks, and even if the latter endeavour 
to offset these operations by open market sales of short-term securities, the 
net effect on the credit position will remain negligible so long as money rates, 
both short term and medium-term, remain frozen at around their present 
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figure. As Mr. Alan Sproul, President of the Federal Reserve Bank of New York, 
pointed out in his testimony to the Congressional Committees during the 
recent special session, ‘‘ much more drastic action will have to be taken than 
at present contemplated if it was desired to break the vicious circle of inflation 
by monetary and credit action.” 

Concurrently with the raising of the limits upon reserve requirements, 
correspondingly meek measures have been taken to harden money rates in the 
United States. The Government has raised the interest rate on short-term 
Government securities, for the one-year certificates of indebtedness, from r} to 
I} percent. This was described by Mr. John Snyder, Secretary to the Treasury, 
as an “‘ anti-inflationary move”’. Two days later, on August 12, the Federal 
Reserve Bank of New York raised its re-discount rate from 1} to 1} per cent. 
And that, to date, is as far as the financial authorities in the United States 
have gone in using credit control to curb the inflation. 

It must be admitted that little effect can be expected from these moves, 
especially when they are weighed against the forces still pulling in the other 
direction. Among these is the steady expansion in urban mortgage credit, 
helped by Government guarantees granted in the main to ex-servicemen. The 
housing boom in the United States is playing a part comparable with that 
which the housing boom in Britain played during the 1930s, but with this 
important difference, that in Britain of the 1930s that boom helped to employ 
unutilized resources both of labour and materials, whereas in the United 
States it is being superimposed on an economy of full employment and scar- 
cities. The next source of inflation which is now operating is the price support 
programme for agricultural products. The U.S. Government, by its support- 
ing operations, has put a fairly high floor under the prices of such commodities 
as wheat, potatoes and eggs, and is, by this action, helping to maintain an 
artificially inflated level of prices for agricultural products. These tactics are 
neutralizing the results that might have been expected of the bumper harvests 
being gathered in the United States. In view of the political importance of 
the farm bloc and the agricultural programme, it would be unwise to expect 
any change in this policy during the next few months. 

Given the other inflationary forces now at work in the United States, 
special significance attaches to the fact that the Federal budget has again begun 
to run at a deficit. In the year which ended on June 30 last there was a record 
surplus of $8,400 millions. Of this, some $5,000 millions has been earmarked 
to cover anticipated expenditure on the European Recovery Programme for 
the coming year. This, however, is mere bookkeeping and cannot veil the 
fact that this surplus was earned last year and that the expenditure in question 
will be incurred in the coming year. Moreover, as a result of higher military 
expenditure, and of tax concessions which Congress voted this summer, the 
fiscal year 1948-49 is expected to close with a deficit of $1,500 millions. This 
is not the time at which the forces making for expansion and higher prices in 
the United States should be reinforced by a deficit in the Government’s finances. 
The cost of living in the United States has recently passed its 1920 peak. Itis 
70 per cent. higher than the average for the five pre-war years and has risen by 
nearly 30 per cent. since prices were decontrolled in June, 1946. Barring un- 
foreseen developments, it looks as though the index will climb still higher. 
The effects of the third round of wage increases have not yet percolated through- 
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out the cost structure, and the other influences making for inflation are unlikely 
to be seriously impeded by the timorous measures now being taken in the field 
of monetary and credit control. 

Although this inflationary trend is causing understandable apprehension 
and resentment in the United States, there is perhaps too ready a tendency to 
regard it with equal distaste in other parts of the world. If this were another 
1928-29, there would, of course, be good ground for that distaste and suspicion. 
But present conditions have little in common with the phenomena of twenty 
years ago. The inflation which is now taking place in the United States is not 
the prelude to a reaction into an uncontrollable slump. What is happening is 
that inflationary forces which were long suppressed are now finding their natural 
expression, as they are almost bound to do in a relatively free economy. What 
is also happening is that the natural forces making for international equilibrium, 
for parity between American prices and those of the rest of the world, are 
making themselves increasingly felt. It should not be ignored that over and 
above Marshall Aid, and in spite of it, the United States is still receiving gold 
in substantial quantities and the rest of the world is losing it. 

In a normal and free world we would expect those gifts and movements of 
capital and bullion to have precisely the effects they are having to-day. The 
rise in dollar prices which is now clearly outstripping the comparable move- 
ment in the rest of the world (except in the few countries where galloping 
inflation is still the order of the day) will ultimately play its part in re-establish- 
ing equilibrium in the balance of payments between the United States and the 
rest of the world. That movement may yet render unnecessary the general 
devaluation of currencies in terms of the dollar, or conversely, a revaluation of 
the dollar in terms of all other currencies. The rise in dollar prices will compel 
the rest of the world to restrict its purchases of dollar goods once those pur- 
chases are no longer “ financed’’ by Marshall Aid. These divergent move- 
ments of prices will also remove at one blow all the difficulties that have arisen 
in the past through the invocation of the philosophy of non-discrimination. 
It may not be long before the rise in dollar prices and the increase in supplies 
elsewhere makes it quite unnecessary to discriminate in order to buy non- 
dollar goods. 

Nor should the inflation in the United States be deplored for its effect on 
the terms of trade. On the contrary, it may have very favourable results in 
this context. The prices that are now rising fastest in the United States are 
those of manufactured goods which feel the main impact of the rearmament 
programme. Foodstuffs, on the other hand, are either being held steady as 
aresult of the U.S. Government's price support schemes or are gradually falling 
im response to this year’s excellent harvests. Ultimately, therefore, price 
movements in the United States may help British and other European coun- 
tries’ terms of trade by establishing higher parities for manufactured products 
m the world markets, while, at worst, leaving at around their present level the 
prices of the primary commodities that must still be bought from the dollar area. 

The inflation in the United States is likely to make further progress, 
especially in view of the unwillingness of the authorities in that country to use 
the traditional means of monetary control that are so obviously appropriate 
to the American economic system and to Americans’ philosophy of economic 
freedom. For the time being, however, the inflation in the United States need 
Cause no alarm to the rest of the world. Nature’s medicine is at work. 





= a 








Franc Devaluation: The Aftermath 
By Pierre Uri 


Paris, July 16 


HE devaluation of the franc last January, and especially the means by 
which it was achieved, aroused such widespread controversy—and, in 


Britain and the United States, such fears of untoward repercussions 


outside France—that it is particularly worth while, now that a reasonable 
time has elapsed, to assess its effects. Such an exercise is the more valuable 
in that it throws a good deal of light upon the domestic economic causes of the 
recent political crisis and hence upon the problem which now confronts the 
new Finance Minister, M. Paul Reynaud. 

As the devaluation plan was a complex affair, it is desirable, before attempt- 
ing to appraise its effects, to recall how it was first drafted and afterwards 
administered. The scheme sought several quite distinct objectives. It 
achieved an overall devaluation of the franc by 44 per cent., by instituting a 
premium of 80 per cent. on the official buying and selling rates for foreign 
currencies. It introduced a flexible or “ free”’” market in exchange arising 
from invisible items, that is, financial settlements, tourists’ expenditure, and 
repatriation of capital. It provided an additional incentive to merchandise 
export by allowing exporters to sell half their exchange proceeds on that 
market. It made possible a discrimination between different kinds of imports, 
in that importers of essential goods could be allowed to buy the required 
currency at the official and more favourable rate, whereas other licensed 
imports had to be handled in the free market. 

To those provisions, although they implied a departure from the principle 
of a fixed parity and introduced elements of a multiple currency system, the 
International Monetary Fund apparently did not object. The real difficulty 
arose from the fact that there was to be set up either a single free market 
dealing with one or only a few currencies, or a system which would in effect 
have created separate free markets, with independent quotations, for the 
different currencies. In the eyes of the French Government, this capacity to 
introduce differential rates was an important element of the scheme, as the 
degree of devaluation necessary to open new export outlets was not the same 
in relation to all countries ; v?s-d-vis the dollar area, in particular, it had to 
be much more severe. On the other hand, whatever one may think of the 
prevailing cross-1ates between currencies based on their official parities, it is 
fully understandable that an international authority could not agree to a 
system which might undermine these official relationships by substituting for 
them the relationships which would emerge from quotations on one national 
market. Thus it was the proposed discrimination as between countries which 
proved the stumbling block in the negotiations with the Fund.* 

At the outset, orly the U.S. dollar and Portuguese escudo could be bought 
on the new market through the banks on the Paris Bourse. That this so-called 
‘free’ market was not reallv free is readily seen fiom the fact that part of 
the supply was compulsory, deriving from half the proceeds of exports (the 


* * This interpretation does not appear to align at all points with the views of the Fund in so far 
as they were officially disclosed (cp. Press Release No. 35, of January 25 last).—Eb. 
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other half has to be delivered to the Office des Changes, at the old official rate 

lus 80 per cent.), whereas the demand was limited to authorized imports 
(other than those permitted to pass through the official market), travel abroad, 
and financial settlements. Moreover, only one-way capital movements could 
take place ; foreign currency could freely come in, but could not be purchased 
or re-purchased for any purpose which amounted to an export of capital. 

The working of the system involved a whole gamut of exchange rates 
applying to different transactions. For a few months, the authorities con- 
tinued to supply foreign currency at the old official rate for coal and wheat 
imports—that is, without exacting the premium of 80 per cent.—and some 
cotton imports enjoyed the same privilege after an agreement with the industry 
on prices and the volume of sales. A limited list of other essential imports— 
comprising fats, petroleum products, electric current, nitrogenous fertilizers, 
and sulphur—were granted the necessary dollars at the pew official rate of 
Frs. 214 to the $ (i.e. including the premium); all other imports had to 
procure their dollars at the free market rate. It is clear that this system could 
not be maintained for long, since industrialists were being obliged to buy most 
of their raw materials at a rate of over Frs. 300 per $, but to sell their manu- 
factures at best at the medium rate, and more generally on markets where 
only the official rate prevailed. The signing of a financial agreement with 
Switzerland, and the resultant opening of a free market in Swiss francs in 
March, were accompanied by a change in the procedure. The arrangements 
for imports were made symmetrical with those for exports, and importers 
were to get half their necessary exchange from the Office des Changes. This 
procedure was also applied to the dollar and escudo. 

One of the objects of the new exchange scheme was to bring about a 
repatriation of capital held abroad, both by making the franc cheap enough 
to make the transfer attractive, and by creating an expectation that the franc 
might climb up again. Another channel was offered for repatriation of private 
foreign assets by means of direct imports of merchandise not involving any 
purchase of foreign exchange ; on February 13, a list of items was issued— 
comprising foodstuffs, minerals, chemicals, wood and paper, textile fibres, 
metals and machinery—which could be imported without licence ; all other 
imports, except luxury items which were ruled out by another list, were to 
be granted licences on a liberal basis, so long as they would not draw on the 
resources of the official or free exchange market. The importer, under this 
system, did not have to own the foreign assets himself, provided he found an 
owner willing to sell. This facility created an additional demand on the black 
market for foreign currencies, which until then had been bought only for 
hoarding. purposes ; hence the black market quotations shot up very fast, 
and eventually all imports had to be brought back within the system of 
licensing. None the less, black market rates have remained substantially 
higher than the free market quotations, and the free market has therefore 
been deprived of most of its scope. Thus the discrimination between the 
different currencies is fading away as the system of imports without open 
payments extends to all of them and constitutes an additional way of getting 
foreign means of payment which is gradually being organized through the 
banks. But the very height of the rates which have to be paid under this 
system diverts the resources to the most profitable rather than the socially- 
more-desirable imports. 








146, THE BANKER 








The free gold market was also conceived as an additional incentive to 
repatriation of capital as well as to a dishoarding of inventories. An alternative 
asset of assured value was offered to people who in any case might be afraid 
of retaining their foreign balances lest their names should be disclosed to the 
Government. It appears that the intended transformation of the black market 
in gold into a free market, with the correlative disappearance of a risk to those 
who operated in it, was expected to produce a fall of the price of gold, and 
also to exert a favourable psychological effect. These expectations, however, 
were mistaken. The freeing of the market meant that demand would be 
broader if not more intense. Moreover, gold could not be attractive to owners 
of foreign balances unless it kept its value ; and their own demand, coupled 
with that of foreign banknote hoarders who sold them for “ imports without 
payment ’’, gave it a new impetus. A rise could be checked only if gold could 
be more freely imported, but this additional supply would have had to be 
paid for by additional exports, whereas the proceeds would serve no productive 
purposes. Hence the arrangement was bound to have strong inflationary 
effects in the gold market. The price of the louis has jumped from Frs. 3,400 
to Frs. 4,300, even to Frs. 4,600 at the time of the highest international tension. 
The withdrawal of the 5,o00-franc banknotes, which was intended to limit 
the liquid funds for speculation on the new free market for gold, actually 
accentuated the demand for the metal. Black market exchange rates would 
tend to move in sympathy with the price of gold, save in three circumstances 
—when war threats increase, when foreign banknotes hoarders are willing to 
part with them to acquire gold, or if foreigners smuggle in banknotes to buy 
gold in Paris; this last possibility is rather unlikely, as the export of gold 
remains prohibited. All in all, the freeing of the gold market could not have 
any favourable effect on the exchange situation. 

To what extent such facilities have increased the means of financing 
imports is not yet precisely ascertainable. Anyhow, the emphasis laid upon 
capital repatriation makes it apparent that a closer external balance was not 
being sought in the reduction of imports; on the contrary, a larger import 
surplus through mobilization of hidden resources was considered part of the 
process of internal stabilization. This explains why the devaluation had to 
take place before its proper level could be determined, and why it actually 
synchronized with a steep rise in industrial prices which was bound to offset 
part of the stimulus it should have given to exports. 

The prevailing pattern of imports accounts for their almost complete 
inelasticity to price changes. As they mainly consist of foodstuffs, raw materials 
and coal which are indispensable for the continuance of production itself, and 
of finished manufactures which either are very scarce in the country and fetch 
very high prices or represent equipment goods of high technical efficiency, no 
adjustment of the adverse balance can be expected from the import side. 
In the period February to May the value of total imports in francs rose to 
twice the 1947 monthly average. 

On the export side, the franc value is also almost doubled, but with a much 
larger relative increase in exports to French overseas territories. When all 
months are reduced to a 30-day basis and both expenses and receipts are 
converted, at the relevant rates of exchange, into dollars as the accounting 
unit, it turns out that between March and May the monthly value of exports 
was no higher than in 1947, despite the rise in international prices and the 
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inclusion of the Saar territory in the figures. The quantity of imports has, of 
course, increased, but as the rise in their value has paralleled that in exports, 
the monthly deficit has remained practically constant. There does not even 
appear to have been any relative increase of sales to those countries which 
offer the most favourable exchange rates, that is, the United States and 
Switzerland ; the figures and proportions relative to all zones remain astonish- 
ingly constant, except for some decrease of exports to the sterling area. 

The most that can be said as to any favourable effect of the devaluation 
on the trade balance is that exports, from December to February, had dwindled 
to half their normal level, and that the exchange adjustment raised them out 


TENTATIVE ESTIMATE OF THE FRENCH BALANCE ON CURRENT ACCOUNT 




















FOR 1948 
First HALF-YEAR SECOND HALF-YEAR 
French French 
In milliavds Foreign overseas Foreign overseas 
of francs countries territories countries territories 
Out- In- Out- In- Out- In- Out- In- 
pay- pay- pay- pay- pay- pay- pay- pay- 
ments ments ments ments ments ments ments ments 
Merchandise 216 94 86 83 219 120 100 93 
Government $5 a 2 — 23 — 2 — 23 ge 
Invisibles .. os ne 51 21 -—— 15 39 33 ames 17 
Non-commercial settlements 31 15 3 9 42 10 9 I2 
TOTAL 300 130 112 107 302 163 132 122 
PARTIAL BALANCE -170 -5 -139 -I0 
TotaL BALANCE -175 -149 


of this trough ; but this may mean merely that the new rise in prices had to 
be offset somehow and that a devaluation was made necessary by the very 
fact that it was expected, which meant that both domestic sellers and foreign 
buyers postponed their deals till new prices could be fixed. 

However, in June—the latest month for which figures are available— 
there was a steep and rather unexpected increase in exports, accompanied by 
a parallel rise in imports. The deficit itself was somewhat larger than usual. 
The significance of this depends upon whether it reflects heavier drafts upon 
limited exchange resources, or whether, on the contrary, part of the imports 
was financed by repatriation of private capital. The rise in exports, occurring 
despite the absence of any fall in internal prices except for a few items, may 
mean either that the stimulus of devaluation, instead of petering out, took 
some time to make itself fully felt, or that the recession of internal demand in 
some sectors has forced industrialists—although no major recession is in sight 
—to seek external outlets. But the experience of a single month may not be 
indicative. 

The effects of the exchange adjustment on internal prices are rather hard 
to disentangle. The sharp rise in industrial prices had taken place by the end 
of December and the beginning of January ; agricultural prices, which had a 
marked advance, remained more steady, and the impact of the 30 per cent. 
increase in wages made itself felt more intensely than any exchange rate 
changes. Moreover, on some essential items, the influence of the devaluation 
was retarded by the practice of delivering the required exchange to importers 
at the pre-devaluation parity: this practice, as already noted, concerned 
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coal, petroleum products and cotton. As most of these items were received | 


from the United States by way of interim aid, the exchange concession did 
not mean an outright subsidy from the Treasury ; the agreement with the 
American Government, however, provided that the counterpart of the dollar 
grant should be deposited in a special account on the basis of the new official 


rate, that is, Frs. 214 to the $. In colonial products such as coffee, cocoa and | 


fats the producers, when selling to France, had to be assured, after the devalua- 
tion, the same price as they might have obtained on foreign markets ; hence, 
a subsidy was applied, but, except for fats, it was removed in July. The price 
of gasoline has been raised from Frs. 27 to 32 a litre. 

An important question which remains to be settled concerns the price of 
coal. At the new exchange rate, foreign coal, which accounts for between 
one-fourth and one-third of the total supply, is much more expensive than 
home-produced coal. This situation, which appears quite exceptional when 
due regard is paid to the unfavourable conditions of coal-hauling in France, 
does not necessarily mean that the franc is undervalued. It points rather to 
the fact either that American coal bears an undue burden of freight or that 
European coal, owing to short supply and inelastic demand, is now sold abroad 


on very hard terms. The paradox of the position is that most of the imported | 


coal comes from the United States on Marshall grants, so that it is precisely the 
fuel which is imported free which would seem to entail a rise of prices. The 
real problem is the use to which the funds credited to the special account on 
the basis of Frs. 214 to the $ will eventually be put. If they are used to finance 
investment, whether the price of coal is raised or some other source of revenue 
has to be devised to bridge the difference between the proceeds of its sale and 
the sums which the Treasury has to deposit with the account, the French 
people will have to pay the price to give investment the full benefit of the 
foreign help. 

In general, the link between the price of imported raw materials and the 
retail price of finished manufactures is a rather loose one. It is not even 
inconceivable that a higher price to be paid abroad, by making businesses 
illiquid, might force them into dishoarding of stocks and thus, in the short 
run, lead to reduced final prices. On the other hand, even if, after the devalua- 
tion, export prices still present some difficulties, there are generally none about 
costs. Usually, French firms have not reduced their prices as quoted in 
foreign currencies ; in some sectors, the increase in internal prices was just 
offset by the devaluation ; in others, the firms simply seek larger profits. 

This shows that the problem of the French balance of payments cannot be 
satisfactorily dealt with as a separate one, divorced from the situation in the 
domestic market, and nothing can be expected from a new lowering of the 
value of the franc, which would react unfavourably on costs through imported 
raw materials. So long as internal demand remains buoyant, firms do not 
feel compelled to look after the foreign markets. It may also be suggested 
that the very large margins obtainable in the distributive trades have an 
unfavourable, though indirect, influence on exports ; either producers practise 
commercial integration at home, or they may take advantage of a sellers’ 
market to obtain from the dealers a participation in their profits. Neither the 
repatriation of capital, nor the increased exports which the operation of January 
last was trying to achieve, will take place unless the internal situation is cleared 
up through appropriate budget, tax and credit policies. 
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Australian High Court Rejects Bank 


Nationalization 


By a Financial Correspondent in Australia 
August 17 
HE longest hearing yet to be heard by the High Court of Australia came 
Te an end on August 11 with the reading of the judgment in the case in 
which the Trading Banks and the States of Victoria, South Australia and 
Western Australia successfully challenged the validity of the Government’s 
new Act to nationalize banks throughout the Commonwealth.* The decision 
has aroused unusually wide interest in all sections of the Australian community 
as well as in many countries overseas in which the projected change in 
Australia’s banking structure could affect existing channels of trade. To 
many people, however, the main significance of the judgment lies in its demon- 
stration of the effectiveness of the Constitution to restrain the Federal Govern- 
ment from implementing its programme for absolute financial control. At 
the time of writing, the situation created by the ruling had not completely 
clarified. The Prime Minister had stated that the Commonwealth would appeal, 
but neither the reaction of the Labour caucus nor the likely basis of the appeal 
had become evident. 

By comparison with the unswerving loyalty of the Government and its 
supporters to party principles, resistance by the Opposition to any measure 
has generally had the appearance of a mere gesture, and unpopular legislation 
has often been enacted without arousing any sustained resentment or even 
interest. The Banking Act, 1947, undoubtedly has been an exception. Instead 
of the almost apathetic acceptance of the inexorability of any measure within 
the broader socialist framework, there has grown up on this issue a vigorous 
body of opinion which is at once unanimous and articulate. 

The widespread clamour necessarily died down when the passing of the Act 
was followed by the banks’ and State Governments’ appeal to the High Court, 
and the issue became sub judice. The progress of the case did something to 
keep public interest alive, but in such a long period—from November 27, 1947, 
until August 11 last—some dissipation of its strength would not have been 
surprising. The news of the judgment, however, precluding the implementation 
of any part of the Act, brought an immediate revival of vocal disapproval of 
the Government’s intention. Relief and satisfaction were very widespread, 
revealing, once again, the fundamental nature of the controversy. 

The Court ruled unanimously that the provisions of the Act relating to 
removal of directors, appointment of nominee directors (Sections 17-20 
inclusive) and to compulsory acquisition of extra-Australian assets (Section 24, 
sub-section 8) were invalid. These matters, among others, were perhaps those 
which Mr. Justice Dixon had in mind in his statement that “‘ The Act is evidently 
the product of much ingenuity and resource upon the part of those who drew it. 
The result is a measure of anything but a simple description, one that seems 
tather to exploit the possible uses of federal power than to try to exclude any 


_.* The controversy aroused by the nationalization plan, and the course of the debates on the 
Bill, were fully discussed in articles in THz BANKER for November, 1947, and January, 1948.—Eb. 
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constitutional questions except such as arise necessarily from the character of 
the banking power or from the presence of Section 92 in the Constitution and 
are therefore inseparable from any pursuit of the end in view ”’. 

The point on which all judges agreed was that the Act failed to meet the 
requirement of the words “ just terms ”’ in placitum XXXI of Section 51 of the 
Constitution, which provides : 

51. The Parliament shall, subject to this Constitution, have power to make laws 
for the peace, order and good government of the Commonwealth with respect to, 
inter alia: 

XXXI. The acquisition of property on just terms from any State or person for any 
purpose in respect of which the Parliament has power to make laws. 


Broadly, the failure of the Act to provide just terms in this sense rested upon 
the appointment of nominee directors who would be responsible simultaneously 
to the Commonwealth Bank (‘‘ designated for a provisional task which, 
humanly speaking, they would hardly be expected to consider otherwise than as 
one to be executed in furtherance of governmental policy ’—Dixon, J.) and to 
the shareholders whom they would necessarily represent in negotiations arising 
out of compensation for shares or the taking over of Australian bank assets 
outside Australia. The significance of this incompatibility becomes more 
evident when the effects of the directors’ decisions are considered. By failing 
to reach agreement with the Commonwealth Bank (Section 22) these directors 
could deprive shareholders of taxation concessions accruing under Section 23. 

It will be seen that this unanimous ruling—as distinct from the rulings in 
which there were one or more dissentients—relates to shares only and does not 
disturb the powers under the Act to take over the assets of the banks. 

Five judges, with Mr. Justice McTiernan dissenting, held that Section 14 (2), 
in which power is given to the Commonwealth Bank to transfer shares, in- 
cluding compulsorily acquired shares, to any person, was invalidated. The 
Chief Justice defined the position when he pointed out that “ If the rights of 
transfer are prescribed by State law or the memoranda or articles of association, 
those are the only rights of transfer that exist in the case of the Commonwealth 
Bank or of any other shareholder. Section 14 (2) is not legislation with respect 
to the acquisition of shares and, in my opinion, there is no other power under 
which it can be supported’. In other judgments the whole of Section 14 was 
thrown out on similar grounds. 

The same five judges also declared invalid the whole of Section 23, (pro- 
visions with respect to taxation) and the remainder of Section 24 (taking over 
of the business, including the assets and liabilities, of a bank). Section 23 
failed under the “‘ just terms’ provisions of Section 51 (XX XI) of the Con 
stitution and Section 24 was declared void with consequential reliei. 

Section 24 is important since it is the only section affecting the three 
English banks (although it also applies te the Australian banks), which has 
been declared inoperative by more than four judges. It would therefore appear 
that, in the opinion of the Chief Justice, proper provision for just terms in 4 
new Act could enable the Government to take over the business of all the banks 
in the manner in which the original Act proposed to take over the three English 
banks, even if no machinery to take over Australian shares could be devised. 

It is perhaps unwise, however, to attempt to appraise the situation merely 
by reference to the effects of the judgment upon particular sections of the Act; 
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it may be even more important to examine the interpretation of the Con- 
stitution. Any ruling by the Privy Council in an appeal would not necessarily 
; follow the same lines of reasoning as those of the High Court judgments, and 
it is highly improbable that a Privy Council decision would take shape as an 
) overriding vote for or against High Court judicial opinion. Nevertheless, the 
| banks must be aware that, although three of the judgments would put the 
matter beyond all doubt, the Chief Justice and Mr. Justice McTiernan have in 
effect shown how a new Act, in which “just terms” are provided, would 
probably be upheld. They must be aware, too, that Mr. Justice Dixon has not 
entirely closed the door to the Commonwealth in his interpretation of the other 
sections of Constitution upon which the banks’ counsel relied. 

The banks have cause to welcome that part of the judgment with a four-to- 
two ratio because it involves two sections of the Constitution not allowed in the 
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1s | higher ratio opinions. The sections of the Act thus rejected, with two dis- 
1 to sentients, were : 

‘ing 13-16 Compulsory acquisition, holding and transfer, compensation for and disposition 
on of shares in the Australian banks (i.e. banks incorporated in Australia). 





37-45 Compensation for shares and or assets. 
46 Prohibition of banking business by any of or all the trading banks. 





mg In rejecting these sections of the Act, the Court again invoked the authority 
of Section 51, placitum XX XI (‘‘ just terms ’’), but with the addition of Section 






7 75, placitum III, which gives the High Court original jurisdiction in all matters 
ot | 2 which the Commonwealth, or any person suing or being sued on behalf of 





the Commonwealth, is a party, as well as the famous Section 92, the rock upon 
which so many ships launched by Federal Governments have foundered. This 
last section of the Constitution states, in a fairly wordy passage on uniform 
customs duties, that “‘ trade, commerce and intercourse among the States shall 
be absolutely free”’. Although Judges Williams, Rich and Starke were 
definite in their application of the two further sections and all four judges ruled 
that banking was, in fact, a part of “ trade’ (Section 92), it could be implied 
from Mr. Justice Dixon’s judgment that a reframed Act might be contrived 
by which some part of the intended legislation could become effective. How- 
ever, the Commonwealth could not hope thus to recast the Act without further 
legal controversy, notably because of the form of Mr. Justice Dixon’s judgment. 

Of the remaining sections of the Act, a number were invalidated by three 
judges, i.e. by half the Court. But these sections are virtually good rather than 
bad, because half the Court forms a minority when the Chief Justice is a 
dissentient. Only one of these sections, however, is significant—Section 12, 
which enables the Commonwealth Bank to purchase shares of the other banks. 
Failing the implementation of the few good sections of the Act, any purchase of 
shares by the Commonwealth Bank must continue to be subject to the articles 
of association of each bank concerned, mainly with regard to sanction for 
transfers by the directors. 

After delivery of the judgments, the Court made an Order restraining the 
Commonwealth and the Governor of the Commonwealth Bank from taking 
action under any of the sections invalidated by four or more judges, together 
with Sections 25 (fair compensation to be paid for property acquired), 59 
(examination of private bank records for purposes of the Act) and 60 (directors 
and officers to assist in transfer of business to the Commonwealth Bank). 
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Fund and Bank: Another Year 
By Herbert Bratter 


N September 27 the governors of the International Monetary Fund anj 
Q) the International Bank for Reconstruction and Development will conver 
in Washington for their third annual meeting. Following the inaugural 
mecting of the governors at Savannah in March, 1946, regular annual meeting 


were held the following September in Washington and in 1947 in London} 


Apart from dealing with the agendas prepared by the Fund and Bank for th 
occasion, and such other matters as the governors themselves may bring up 
these gatherings afford opportunity for valuable informal exchanges between 
the finance ministers, central bankers and other officials attending. 

At this year’s meeting, for the first time since Savannah, there will bez 
general election of executive directors, except for the “ big five ’’, for the next 
biennium. It is likely, too, that, where at present a director represents mor 
than one country, changes will this year be made in the constituencies. The 
governors also will have to decide whether to continue having 14 executive 
directors for each institution, or to go back to the original number of 12. 


THE FUND 
On the surface, the year which the governors will review has not been one 
of spectacular achievement—the Fund’s failures have been more noticeable 


than its successes. Not only has it not accomplished “ currency stabilization ”, 
“elimination of multiple rates ’’ and other objectives by which the backers of 
Bretton Woods in the United States enlisted public support ; it has also failed 
to obtain from its members the full co-operation and discipline essential to its 
successful operation, and in some cases seems actually to have retrogressed. 

3ut Fund officials assure the inquirer that, despite these admitted facts, 
the Fund has made good progress in the collection of information, the study 
of the problems of members’ currencies and the consultation with members. 
During the past year Fund missions and officials have visited practically every 
member country and one is assured that in general these contacts have been 
regarded by the members as beneficial. In reply to the writer’s inquiry about 
the Fund's specific achievements to date, M. Camille Gutt, managing director 
and chairman of the Board, said* : 


The achievements of the Fund are solid if not spectacular. . . . It has engaged in exchange 
transactions totalling over $600 millions. The aid thus made available . . . when other 
sources were not readily available, has been of enormous help to the members of the Fund. 
It has enabled them to continue international payments without requiring new restrictions. 

Perhaps more important . . . is the evidence that members do not regard the Fund as aa 
easy source of funds for enlarging their imports . . . indicating clearly that they recogniz 
its essential character as a second line of reserves to be used only for temporary assistance 
in time of great need. This careful attitude . . . indicates that the Fund will remain a0 
intluential factor in aiding members in dealing with their international financial problems. 


By September, 1947, the Fund, in the first two quarters of its active life, 
had sold $203 millions, to Britain, France, Mexico, Netherlands and Chile; 
plus £1} millions to the Netherlands. During the next ten months, ended 
July 31, 1948, it sold $428 millions. 


* He answered five questions, in some detail. The replies appeared in the Commercial ani 
Financial Chronicle, New York, July 1, 1948. 
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Among the publicized problems with which the Fund has had to deal in 
the past year, the most conspicuous has been France’s introduction, last 
January, of multiple exchange rates, de ‘spite t the Fund’s objections. In May, 
without consulting the Pend. C ‘olombia took steps which in effect altered t the 
par value of the peso. The Fund has continued to be bothered by lack of 
d anif co-operatior by some me -mbers in the matter of gold traffic at premium prices ; 
nvenf and it has had to pronounce upon various gold subsidy schemes. 
gurl Unpublicized, for obvious reasons, have been cases where the Fund has 
ting) determined that one or another member is pursuing wrong internal or foreign 
ndonf trade policies. The Fund makes studies of each member’s situation quarterly, 
r thf utilizing generally available data and information especially provided. Study 
g up} of a country’s situation is particularly important where the member is a 
weet} borrower from the Fund. If necessary, a consultation is se w- This type 

of work has been intensifie ‘d during the year, and, as some of M. Gutt’s state- 
bea} ments have indicated, certain currencies have been considered ripe for 
next} devaluation. But American emphasis on European currency devaluation runs 
mor} up against the tremendous reluctance of other countries to admit that their 
The} rates are out of line. So far as the Fund is concerned, in view of the difficulty 
utive} of finding appropriate rates which will endure, there are probably very few 
cases where the directors will press for rate changes. 
France, since its refusal to accept the Fund’s attitude towards the franc, 
| has been ineligible to use the Fund’s resources. However, Fund officials 
one | maintain that relations with France remain amicable, that consultations 
able | continue, and that before many months there will be a simplification of the 
mn French exchange-rate system with Fund approval. The Fund, and notably 
[s of the U.K. representatives on it, feared that the new French system would lead 
ailed | to serious trade distortions and undermine confidence in existing exchange 
ois} rates, especially if France’s example were copied by others. But this system, 
d. since modified in certain respects, seems not to have had anything like the 


acts, | calamitous results anticipated last winter. 

udy 

ETS, No Ait-Rounp DEVALUATIONS 
very 


The Fund’s Research Department has studied continuously the problem 
eel | of Western Europe’s dollar deficit, reaching the conclusion that Europe is not 
out putting forth its best efforts to correct the situation and that the United 


ctor | States is to-day far more willing to import than is generally believed to be 
the case. It may safely be assumed that the Research Department’s opinion S 

m4 have duly reached the member Governments concerned. Moreover, M. Gutt’s 

aad address in Canada on May 28 made some candid comments. 

ions The rebuilding of Europe with E.R.P. aid, M. Gutt said, will require a 

ae tremendous change in its economy and in its relations with the rest of the world, 


ance f Tequiring perhaps 50 per cent. more exports than pre-war and an even greater 
‘us, | crease in exports to the Western gn ge Referring to Western Europe’s 


ems . 

if 30 per cent. increase in exports last year, M. Gutt stated that scarcely any of 

€, 

Je. the increase went to the Western Hemisphere. 

Jed Instead, the increased exports were used in trade within Europe and in trade with 
dependent and associated areas. Within Europe, to cope with active or latent inflation, some 
countries have found it desirable to keep goods at home and to attract imports from other 

— areas as a means of dealing with the pressure of excessive demand at home. But even when 


and full allowance is made for this factor and the fact that the European countries were eager to 
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restore their customary trade connections, it still remains true that so large an increase in 
exports to these areas cannot be explained wholly by these facts. The higher-priced markets 
of Europe and other regions were undoubtedly more attractive than the more competitive, 
lower-priced markets of the Western Hemisphere. But it is no solution of the European 
payments problem to have a large dollar deficit with the Western Hemisphere and a large 
surplus with other areas if the surplus with other areas must be financed by credits from 
Europe—as has been the case—while the deficit with the Western Hemisphere must be 
financed by credits from the United States and Canada—as has been the case too. 


Hence M. Gutt advised European countries to force down their costs and 
prices and then, if necessary, adjust their exchange rates until they are adequate 
to induce the flow of European exports to the American market. Devaluation, 
however, would not be a remedy unless accompanied or preceded by internal 
fiscal and credit reform. Hence M. Gutt did not favour a haphazard and 
general devaluation of European currencies—an observation clearly directed 
to the rather general American banking viewpoint that wholesale devaluations 
are the main need of the time. 


THE FUND AND E.R.P. 

The relationship of the Fund to the European Recovery Programme was 
first made plain a few months ago. Since the programme is supposed to take 
care of the recipient nations’ dollar deficits during the four-year period, 
theoretically there should be no need for the Fund to supply dollars to any of 
those countries. On April 20, therefore, the Fund announced that “ E.R.P. 
members . . . should request the purchase of U.S. dollars from the Fund only 
in exceptional or unforeseen cases. The Fund and members participating in 
E.R.P. should have as their objective to maintain the resources of the Fund 
at a safe and reasonable level during the E.R.P. period in order that at the 
end of the period such members will have unencumbered access fo the resources 
of the Fund". The statement cited the provision in the Fund Agreement 
that members should not during the transitional period impair the capacity 
of the Fund to serve its members afterwards. 

3efore E.R.P. became effective the Fund had been under considerable 
pressure to lend dollars in circumstances which either threatened to drain its 
resources unduly or did not fit its conception of “ temporary’. In some 
instances it actually asked members to forgo application for automatic help 
and instead to consult with the Fund, with the result that those members 
were in effect refused access to its dollars. The ruling of April 20 did not, 
however, shut off E.R.P. countries from all access to the Fund. It still 


remained possible for European members to buy from the Fund currencies of 
other European members. Hence the purchases of Belgian francs from the 
Fund by the Netherlands and Norway. According to reports in the British 
Press, Belgium was not too happy to see its currency sold by the Fund in this 


manner, unless it could buy dollars from the Fund. M. Gutt in Press con- 
ferences has denied that the Belgian Government protested to the Fund, but 
in informed Washington circles the belief persists that in one way or another 
the Belgians expressed dissatisfaction. 

While the Fund does not recognize the right of a member to limit its use 
of chat member’s currency in accordance with its statutes, it takes the position 
that such use should not cause the member to draw down its own gold or 
collar resources ; or if it does, that the member then may apply to the Fund 
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for dollars notwithstanding the general statement of April 20. In such event, 
the Fund will supply dollars, provided they are needed for current account or 
for payments in accordance with Article VI, Sec. 2. The member must, of 
course, be in good standing with the Fund, unlike France at present. 


GOLD PREMIUMS AND SUBSIDIES 


Gold policy has been a distinctly troublesome question for the Fund during 
the year. The system envisaged in the Bretton Woods Agreement is basically 
one of managed currencies. Gold was there given an important place pro forma, 
but, for all practical purposes, the Bretton Woods currencies were not so much 
to be based upon gold, as the other way around : gold was based on the dollar. 
This has given rise to many headaches in Washington and elsewhere, because 
any departure from the official price of gold constitutes a change in parity, de 
facto if not de jure. 

The Fund first tackled the problem of international traffic in gold at 
premium prices on June 18, 1947, when it stated to all members its disapproval 
of external purchases and sales of gold directly or indirectly producing foreign 
exchange at other than par values. Since then various Fund members, notably 
the United States, have taken steps to stamp out international traffic at 
premium prices. But some members, either because they are powerless in 
the case or perhaps do not care about the Fund’s wishes, have permitted the 
traffic to go on. This is particularly true in certain Middle East countries, 
notably Lebanon and Syria. Moreover, the Fund’s wishes have been evaded 
by the transparent device of international trade in semi-fabricated and fabri- 
cated gold articles, such as gold buddhas manufactured in Mexico. The Fund 
is still seeking means of attaining more effective co-operation fiom members 
in this matter. 

No less difficult has been the problem of the gold mining industry, every- 
where being squeezed between soaring costs of production and the fixed buying 
price of central banks and governments. There is a trend on all sides toward 
increasing the mines’ selling price by the subterfuge of subsidies—usually 
within the letter of the Fund’s policies. At the Bretton Woods Conference 
the Press was officially informed that the Articles of Agreement permitted 
domestic gold-mining subsidies. The Fund has since taken the position that 
a uniform subsidy to the entire gold production of a country is equivalent to 
a departure from that country’s par value. It does, however, countenance 
any other gold subsidy, so long as it is not a uniform payment for every ounce 
of gold mined. This distinction first came to light last autumn, when Canada 
first announced a subsidy programme. This programme met with the disap- 
proval of the Fund and of the United States. Thereafter Canada “ consulted ”’ the 
Fund and, in deference to its wishes, modified the scheme. At the time it was 
estimated that the gold mining industry actually would receive a greater 
subsidy under the amended plan than under the one to which the Fund had 
objected. To say that the Canadian gold-mining industry is now satisfied, 
however, would be to stretch the truth quite a bit. 

During the year the Fund agreed to gold subsidies of limited application in 
Western Australia and elsewhere. The problem is becoming politically acute 
in South Africa, while in Southern Rhodesia the Fund seems to be confronted 
by a fait accompli. There, on May 18, 1948, the budget provided a uniform 
subsidy of £1 7s. 6d. for all domestic newly mined gold, a clear violation of the 














156 : “THE BANKER 


Fund's edict ; yet on the eve of his departure for Europe, almost two months 


later, M. Gutt stated that the Fund still knew no more than what had been | 


reported in the Press. 
THE BANK 

During the year since the last Governors’ meeting, the Bank, like the Fund, 
has been subject to pressures and restraints. Since both institutions were 
created for the immediate purpose of making dollars available outs‘de the 
United States, the dollar-short countries probably will be inclined to view 
with some disappointment the fact that the Fund and Bank have not done 
less studying and more lending. With an authorized capital of approximately 
$8} billions, the Bank, to end-July, 1948, had made loan commitments totalling 
only $497 millions. The Bank during this initial phase must avoid any loan 


risks which might impair its ability to raise money in the private American | 


' 


investment market, for it was launched with very little lendable currency of | 


its own. 
Before the last Governors’ meeting in September, 1947, it had committed 


itself to a loan of $250 millions to France and one of $195 millions to the | 


Netherlands, both of which have since been completely disbursed. Since 
September, 1947, it has made several smaller loans, as follows : 


To Denmark, $40 millions, and Luxembourg, $12 millions; both for 25 years at 3} per 
cent interest plus I per cent. commission. 

To two Chilean enterprises with the guarantee of the Chilean Government, $13} millions 
for 20 years at 34 per cent. plus 1 per cent., and $2} millions at 2? per cent. plus 1 percent, 


At this writing the Chilean loan awaits formal ratification by the Chilean 
Government. 

In May the Bank issued a resumé of the status of seventeen loan negotia- 
tions and discussions, some of which, officials point out, had not passed beyond 
the conversational stage. By the time this is published two of the seventeen 
are expected to be concluded: the Netherlands ship loan and the loan to the 
Brazilian Traction, Light and Power Co. Another five projects, concurrently 
described as under active negotiation, concern Belg‘tum, Mexico, the Philip 
pines, Italy and a group of five Eastern European timber exporting countries 
—Finland, Poland, Czechoslovakia, Yugoslavia and Austria. In three other 
cases—Bolivia, Colombia and Peru—the Bank has sent missions to make 
studies on the spot. Four cases, Finland, Norway, Turkey and Yugoslavia, 
are now in the stage of ‘‘ preluminary conversations ’’, with no formal applica- 
tions yet made. The remaining three—Poland, Czechoslovakia and Iran—are 
classified s‘mply as “ applications of long standing”’. Since the Bank must 
sell its debentures in capitalist countries, it is easy to appreciate the reason 
for hesitancy in the case of Poland and Czechoslovakia. Iran is hardly a good 
credit risk for the sums it would like. Apart from the foregoing, there have 
been informal preliminary approaches recently from several South American 
countries, but there has not been enough progress to justify comment at this 
time. Also there has been some discussion of possible colonial projects 
Africa, but these, too, are nebulous. 


BANk’sS OWN BoRROWINGS 
Since the Bank’s bond issue of $250 millions in July, 1947, it has not 
borrowed in the United States. Last May, however, it announced that it had 
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sold to the Bank for International Settlements, for Sw. frcs. 17 millions, a 
| per cent. issue maturing in 1953-54. This summer the Bank’s two American 
officials most directly concerned with the marketing of its debentures separately 
visited several Western European countries, including Britain, with a view to 
arranging the offering of special Bank dollar issues to Europeans holding 
dollar assets. 

Additional direct borrowing in the American market is said to be unlikely 
this year. For some time the Bank has been seeking special Congressional 
legislation to facilitate its financing by relieving it of the present legal} necessity 
to conform to the requirements of the Securities and Exchange Commission 
and to make it possible for national banks to deal in the Bank's securities. 
The House committee concerned with such matters found the proposal con- 
troversial and postponed consideration ; while in the Senate the legislation 
was stopped by Senator John W. Bricker of Ohio, who, during the hearings, 
took offence at the Bank witness’s undiplomatic reference to that State’s 
supposed isolationist leanings. 

Recently the Bank’s director of marketing commented that “‘ the Bank 
now has on hand approximately $475 millions available for lending or investing. 
This sum is more than we currently need or have any desire to hold in the cash 
drawer. As a practical matter the Bank management feels that under present 
conditions cash balances should not be far below $250 millions, so that we 
have $225 millions to lend before any need for raising additional loan capital 
is anticipated ” 

As is clear from the Bank’s testimony before Congressional committees, 
the American investment market, while watching closely the types of loans 
made by the Bank, views its debentures chiefly from the standpoint of the 
US. Government's obligation behind them. The Bank’s management, with 
a view to reassure the market here, has disclosed that it does not plan to make 
offerings in excess of the U.S. commitment in the Bank, i.e. $3,175 millions. 
For practical purposes, therefore, the Bank must to-day be viewed not as an 
$8}-billion source of dollars, but rather as at the maximum a $3}-billion 
ource—and this only over a period of years. 

The Bank’s 1947 debenture offering opened it to the criticism that the 
securities were priced too low, in relation to the current rate of interest on 
Government bonds. Initially, the bonds sold at a good premium, but as the 

“joyriders’’ gradually unloaded, the quotations sank. Latterly there has 
been a material improvement in the two 1947 issues. The 3 per cent. bonds, 
which last year reached a peak of 103 1/8 and this year declined to a low of 
94 7/16, as this is written are quoted at 97 15/32. The corresponding quotations 
tor the 2} per cent. issue are respectively 102, 94 5/16 and 96 3/8. 

While the volume of Bank lending in Europe has been very small this 
year, whether compared with last year’s activity or with the reconstruction 
requirements on the Continent, the Bank—unlike the Fund—does not regard 
the existence of the E.R.P. as relieving it of consideration of dollar credits. 
President John McCloy stated in July: “It has been assumed from the 
beginning of the E.R.P. discussions that the Bank will make loans to supple- 
ment E.R.P. financing in certain areas. That is certainly our intention.” 
He also pointed out that the assumption by the United States of the primary 
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role in financing international reconstruction through E.R.P. and related 
programmes renders the réle of the Bank different, for the time being, from 
that envisaged at Bretton Woods. By “ different ’’ Mr. McCloy presumably 
meant that the Bank, instead of being the prime source of long-term dollar 
credits to Europe, has become a secondary source, dwarfed by the American 
programme. Certainly the Latin American and other “ under-developed” 
members of the Bank see the E.R.P. as giving the Bank an opportunity to 
pay more attention to the last word in its formal name. 


* 


The Fund and Bank have not as yet lived up to the expectations of the 
Bretton Woods Conference, which underestimated the gravity of the post-war 
readjustment problem, could not or did not correctly appraise the U.S.S.R.’s 
attitude towards the rest of the world, and refused to believe that national 
feelings would not be submerged in a scramble toward “ international co- 
operation’”’. In 1944 the war was still on. Were the Bretton Woods Con- 
ference held to-day, instead of 1944, one could expect far less surrender of 
sovereign rights than is contained in the Bretton Woods Agreements. 

The public relations of the Bretton Woods Institutions have left much 
to be desired. The Bank, whose chief public relations problem, and the only 
one that really matters, concerns the United States, has gone a good distance 
since the episode of the Eugene Meyer resignation and the other changes in 
top personnel in 1946-47. A beneficial step was taken early in 1948, when 
the Bank employed an American with actual journalistic experience. But 
there are still doubts about it, and suspicion of some of its overzealous publicity 
activities. The Fund has been seriously concerned about its bad press and 
this year assigned an officer, an American, to devote a large part of his time 
to press relations. But as the Fund, unlike the Bank, does not have to raise 
more money in the United States, it is not under the same pressure to cultivate 
American public opinion. The causes of its intermittent bad press lie in the 
lack of discipline ot Fund members outside the United States. If it wants a 
better press, that is where it must work and make its influence felt. 

The wisdom of the Bretton Woods and Savannah decisions on the multiple 
directorships of the Fund and Bank seems to this writer questionable. The 
Fund appears to suffer from too many prima donnas, and there seems to be a 
tendency for them to encroach overmuch on what should be matters of manage- 
ment. In the Bank the opposite situation now obtains. Since the Bank must 
continuously get more dollars from the United States—until such time as it is 
“loaned up ’’—and because the management has to be American and has to 
be in control, its fourteen executive directors have to take a subordinate 
role. This is quite a change from the Bretton Woods concept, although the 
forms of an international body are carefully retained. Would it not be wiser 
to seek ways of reducing the cumbersome and needlessly expensive super- 
structure of the Fund and Bank ? The least that the next Governors’ meeting 
can do is to reduce from fourteen to the original twelve the number of director- 
ships and alternate directorships in both Fund and Bank. 

The Fund, it may be noted in passing, is the nearest approach to a “ super- 
government ”’ in the world, for, unlike all other international bodies, it alone 
is without the necessity of raising money periodically or intermittently. 
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Staffing the Clearing Banks 
IV —The Role of the Training Centres 


Earlier articles in this series have made only passing reference to the recent develop- 
ments in training facilities for bank staffs, on the ground that these efforts cannot 
solve the fundamental long-term problem with which the banks are now confronted. 
But far- sighted systems of training are clearly of great value, and some of the experi- 
menis now being launched have wide potentialities. The following article, by a semor 
official in close touch with the new developments, presents one view of the réle of training 
it ihe whole problem of staffing. Further articles, written from different viewpoints, 
will follow.—ED. 


By Another Banking Correspondent 


O many readers of THE BANKER, as to the present writer, it must seem 
"T stzance that the three excellent articles in the series on “ Staffing the 

Clearing Banks ’”’ have not provoked any correspondence.* But this is 
surely a case where silence is eloquent. It can now be presumed that the 
facts, as there stated, are substantially correct. In spite of the Editor’s note 
that the articles would present, differing views, they appear to throw the spot- 
light on one problem only—though from different angles. Whilst the three 
writers each referred to the surplus of men in the 40-50 age-group, they all 
ignored the immediate problem which executives in the banks must grapple 
with now in consequence of the lack of foresight of their predecessors. It is 
this problem which has given rise to the post-war experiments in new techniques 
of training bank recruits and officials. 

The purpose of this article is to promote a discussion on training, and to 
show how a properly regulated scheme can avoid the recruitment of unsatis- 
factory juniors, increase the efficiency of the staff and train for promotion. 
Careful selection is a necessary preliminary to training, for unsuitable candidates 
involve both waste of time and trouble. Recruitment, then, must be allied to 
any training scheme and the Principal of Training should, if he is the right 
person, have a voice in the councils of those responsible for engaging staft. 

It is obvious from the Training Schemes that are operating in the clearing 
banks that some executives follow an out-of-date policy ana place their trust 
in the haphazard “ pick it up”’ method so popular before the war. They are 
quite unconscious of the changing times and are apparently unwilling to 
benefit from the experiences of other industries and the Services. The exigencies 
of war made it necessary to make the best use of men and material and much 
research work was done on these lives. Banks differ from other industries in 
that they have no production problem ; they are conceined with personnel 
only. A woollen manufacturer may have the finest trained workers, but he 
cannot ignore the question of looms or yarn. He must constantly consider three 
major inter-related factors. In banking, however, selection and training of staff 
so far transcend the othe: factors—such as mechanization and the technique 





* The three articles, by senior officials in different clearing banks, appeared respectively in 
the April, June and July issues of THE BANKER. They have provoked much informal comment 
and discussion, but no correspondence intended for publication.—Ep. 
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of organization and control—as to seem at times almost the only adminis- 
trative factor to which attention must be given. Certainly, these staff matters 
receive high priority in the deliberations of all banking executives. 

Even among the Big Five banks, there are still wide differences of attitude 
towards these problems. One bank, which presumably still adheres to the 
traditional methods, has no training establishment ; another bank concen- 
trates its efforts on juvenile training in a residential school, but also gives 
some attention to the training of women ; a third has for years considered it 
essential to train staff at all levels—and this policy is now to be adopted by 
another of the Big Five; the remaining one of the five considers high level 
training necessary but pre-entry training of little importance. 

It is painfully obvious that all these institutions operate in their own 
individual spheres, unwilling or unable to work together as an industry and, 
in some cases, ignorant of the experiences of other large organizations. When 
one institution concentrates on juvenile training and another takes high level 
training very seriously, whilst a third does both, no further evidence is required 
to show the need of definite training policies for the industry. In the business 
world as a whole, many associations exist for the exchange of views of personnel 
officers and training officers, but a survey of the list of members discloses a 
deplorable position from a banking point of view. Large, medium and small 
firms are well represented, but the names of banks are conspicuously absent. 
Exchange of ideas and experience is invaluable in every field and no principal 
of a training establishment should be too concerned with the details of his own 
work to review the wider sphere. It has been forcibly argued that in framing 
their recruitment policies, the clearing banks fail to recognize the changes that 
are taking place. In their arrangements for training they appear to fall into 
the same error. 

The case for the recruitment of staff at different ages has been stated in 
earlier articles. How tar is it possible to adapt training facilities to the needs 
of varying categories and ages of trainees? There are at least three or four 
broad categories for which facilities may be needed—pre-entry training of 
juveniles on the one hand and of older recruits and graduates on the other ; 
training of tellers (which fall into a special class because of their constant 
contact with the public) ; training for senior and supervisory posts. Neces- 
sarily, each of these categories has to be regarded as quite distinct and raises 
its own peculiar problems. In the juvenile category, a particular difficulty 
arises, in present circumstances, from the general standard of education. 
Many authorities who are in a position to judge assert that the average standard 
of school-leavers to-day is much lower than pre-war and that it will be some 
years before the present standard is raised. The poorer quality of the recruit 
is not, however, of recent origin; deterioration has been evident for some 
years. No good purpose would be served by trying to analyse the causes, but 
all the banks are doubtless well aware of the facts. 


PRE-ENTRY TRAINING 
In the past, most large institutions have, no doubt, had to suffer from the 
recruit introduced by influence—a pernicious system which recognizes neither 
the rights of the firm nor those of the individual. It at once assumes that the 
average youngster can make good in any job, which is obviously untrue. 
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Efforts are now being made to ensure that a boy takes up the type of work to 
which he is best suited. To put a boy into a bank because it jis a “ safe ’’ job 
shows lack of imagination on the part of the parents and is usually as unsatis- 
tactory to the recruit as to the employer. One large firm in the north has 
made an inflexsble rule that every recruit must pass through the training school, 
even if he is the son of a director. Failure to reach a satisfactory standard 
means that the youngster has to seek more suitable employment. Had the 
banks in the past followed such a policy as this, thei ‘ir problem to- day would be 
very different. All of them are now carrying many “ passengers ’ ’ whose output 
is negligible and whose work is indifferent. U ie T the traditional system, once 
a man is on the permanent staff, he is there f he so chooses—for ove} 40 
years. In such conditions, it seems Reece Me to suggest that some method 
should be tried to eliminate unsuitable material before it is too late. Two or 
three of the clearing banks have clearly 1ecognized the importance of juvenile 
training. Training officers are able to give an unbiased and deliberate opinion 
whether a youngster who has completed his training cours? will be likely to 
pov efficient. They will make mistakes, but if they themselves have been 
well chosen they will be less liable to err than a recruitment officer who takes 
a decision after a few minutes’ interview. Moreover, given a really suitable 
teaching staff, it is possible to achieve v'rtual equality of treatment and oppor- 
tunity for all recruits, even under the system of “ vestibule ’’ training—that is, 
training in separate establishments. 

The hon alitv of the teachers is, necessarily, of critical importance. Training 
officers have great difficulty in finding suitable pe ople for their te aching posts. 


One of the stock questions at any gathering of training officers is, ““ How do 
vou select your teachers ? "Obviously, there is no ready-made formula. But 


if a training scheme is to succeed, it is necessary to find for it teachers who 
know their job as teachers and know the business of banking; who have 
powers of expression and leadership ; and who can sympathetically understand 
the point of view of a youngster entering upon a business career. Given such 
men, the possibilities of training and selection through the special centres leave 
no room for the frequently-leard views of men of the old school which extols 
the virtues of the trial and error method, unmindful of the waste of time and 
of the trustration and strain which that imposes on the junior official. Exper- 
ience has shown that, under proper guidance in these pre-entry training centres, 
the difficult transition of bovs from school to industry can be greatly facilitated. 

Pre-entry training for older recruits than the juvenile class of, say, 16 to 
17 presents quite ditterent problems. The previous art*cles in this series have 
referred to the effects of the new Education Act and the opportunities which it 
will provide for the brighter lads to go to the Universities. When this system 
is working, the banks will be compelled to recruit a proportion of their staffs 
from the ranks of graduates, lest the general quality of their personnel should 
become mediocre and even poor. The old method, whereby a man spends 
vears on each successive job, must be jettisoned and replaced by a scheme of 
training calculated to give him the same experience in a relatively short time. 
It is reasonable to suggest that selection of candidates at this level! should be 
just as carefully made as in the case of the youngsters, though at the age of 
21-23 a man is much more sure of the type of work that he wants. 

There are two schools of thought about the nature of this more advanced 
pre-entry training. On the one hand it is suggested that a knowledge of the 
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lower duties in banking need not concern a man destined for managership ; 
on the other hand, there are others who contend that it is essential for all 
recruits to go through the “ mill” of the routine jobs. The latter school can 
point to much evidence in support of its contention; it can quote many 
eX: ample s of eminent bankers who have risen from the ranks. The difference 
of opinion need cause no concern ; both points of view can be satisfied if the 
training establishments are properly organized. It has been stated authorita- 
tively in many quarters that in such establishments basic training in the 
junior duties can be provided in less than one-fifth of the time, yet more 
effectively, than under the old method. This is the most conservative estimate ; 
some authorities believe that the old method took ten times as long. 

A course of basic training can, of course, be followed—and usually is—by 
a pe riod of service in a branch on the junior duties. Those banks which have 
junior training schools go to great lengths to ensure that the training is severely 
practical and that the work done corresponds in every way to the duties which 
have to be performed in a branch. Men who have followed the course then 
find that the transition from the training school to the branch presents few 
difficulties. A short period in the branch soon consolidates the knowledge 
gained in training and quickly gives the trainee experience of the conditions 
of branch work. After this period of “ working his passage’ at the branch, 
the trainee can return to the training school for basic training at the next stage 
and then return to a branch to gain further experience. So the training can 
proceed and, with intelligent guidance, the length of time require d for a 
thorough grounding in all the duties up to managerial posts can be relatively 
short. 

TRAINING OF TELLERS 

The training of tellers or cashiers deserves quite special consideration. 
The cashier in a bank has a dual réle. He deals, as a matter of routine, with 
the paying and receiving of cheques ; but he also forms the daily link between 
the customer and the bank. The marager cannot possibly keep in constant 
touch with all his customers. Hence the efficiency of a branch is frequently 
judged by the attitude of the teller and by the neatness and correctness of the 
passbook or statement. On the latter point trainees can be instructed in the 
importance of their work and tellers can be trained to do thei bookkeeping 
accurately. Their attitude to customers, however, does not always receive 
the attention it warrants. Regulations imposed by head office, however 
necessary they may be, often tend to make the work of the teller more exacting 
and the customer more e xaspeiated. In particular, it needs to be remembered 
that the bank has a service to sell, and that the teller can be a valuable sales- 
man. Many services which the banks offer, either free or at a very small charge, 
are often unknown to the general public, notwithstanding the increase in 
advertising during the last fe ~w years. Help given to a customer creates a 
friend who, in turn, becomes unwittingly an advertising agent. Advice on the 
services available will promote business, while lucid explanations to customers 
of tricky regulations can do much to smooth down any ruffled feathers. 

Several of the banks feel strongly that these aspects of banking need very 
serious attention. As an indication of the kind of policies now being developed 
to foster a friendly spirit between banker and customer, it is worth ‘noting that 
in some cases the banks are extending the practice of putting the name of the 





166 THE BANKER 
teller on the counter. Two banks, in particular, are giving special weight to 
these problems in the training arrangements. They realise that managers or 
chief clerks cannot constantly supervise the tellers personally, and that, under 
the old arrangements, they must perforce be trained by other tellers—not an 
altogether satisfactory system. Many a man has made mistakes on the counter 
which could have been avoided had he been taught by those trained to do the 
job. Training in a school need not, and should not, be limited tothe technical 
routine of paying and receiving cheques and cash, but can have very valuable 
results in the important sphere of customer relations. The teller in training, 
catechized in teaching by an experienced teacher, can soon be made to realize 
the difficulties of a customer and can also be taught to expound the services 
made available by the bank. 

Graduates who are destined for senior appointments eventually will usually 
be expected to work for a time on the counter at a branch. Their basic training 
in a teller’s work, undertaken in a school before joining the branch, will ensure 
a complete understanding of their duties. Both the training and the subsequent 
counter service provide valuable and necessary experience if the men are later 
to function successfully in higher posts. 


TRAINING FOR SUPERVISORY APPOINTMENTS 


The third stage of training covers a very wide range and includes the 
training of prospective managers and those for posts immediately below the 
managerial level. It is hardly practicable to discuss separately the problems 
of training for the various grades which can exist between manager and teller, 
because the character and importance of these posts vary widely. The depart- 
mental chief of a big branch, for example, may require a wider knowledge and 
occupy a more responsible position than the manager of a small branch. All 
these grades require a wider technical knowledge than the teller, but the most 
important aspect of their qualifications is ability to apply such knowleage. 

Outside the specific field of banking, the Government and many branches 
of industry are sponsoring schemes of training for management. Whilst ideas 
differ on the approach to the subject, all are agreed on the necessity for such 
training. The previous articles in this series pointed out that in the past 
many a successful clerk who has been promoted to management has yet 
remained a clerk in outlook and, of course, a clerk by training. 

Two of the “‘ Big Five ’’ are to be congratulated on their eftorts to overcome 
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this problem of supervisory training ; a third bank hopes to tackle it in the 
near future. It is to be hoped that these barks will in due course publish their 
findings. In the two cases, residential colleges have been established for this 
high level training, and in the third case the trainees will be accommodated in 
hotels. The first of these colleges was opened at the beginning of March and 
the second at the end of that month. Already, therefore, the sponsors must 
have gathered very valuable experience, though it may be too early for them 
to have formed definite conclusions. Of these three banks, one has been giving 
advanced technical training for many years, which should help them in their 
latest extension. 

Some of the problems of framirg and running these special courses are 
beginning to come to light. Careful selection of candidates for courses is 
natuially at least as important as for the other courses. Experience demon- 
strates that there will be failures and disappointments unless the selection is 
very thorough. Teachers of suitable age and temperament, and having both 
a wide theoretical knowledge and the necessary background of practic al 
experie nce, are not easy to find. Training at the managerial level necessarily 
requires an entirely difterent technique from that employed in training for 
the lower duties. But there are still wide differences of opinion about the 
requirements of a training scheme for men at this level. Obviously, a manager 
ought to have a broad outlook of industry in general; yet sound knowledge 
of his own banking sphere is essential. Some authorities take the view that, 
before any specific attempts are made to stimulate the wider vision of the 
trainee, it is desirable to give him a refresher course on the basic work of 
banking. In practice it is found that men are well equipped in certain aspects 
but ill-equipped in others; well organized training can be adapted to the 
particular weaknesses of candidates. 

Necessarily, the success of efforts to promote a wider outlook must depend 
at least as much upon the general atmosphere of life in the training centre as 
upon the specific activities and curriculum which each condidate’s spell 
embraces. To secure the right atmosphere from this point of view, it appears 
to most observers that a residential college is essential. But a residential 
system has great advantages even from the point of view of strictly ‘“ basic’ 
training. When the men are collected together, speakers who are specialists 
in their own sphere of banking can meet the men for discussion, and a variety 
of subjects can be expertly covered. Another very important factoi in cen- 
tralized training is the gathe ring together of men from all parts of the country 
who are able to exchange views. T he work of branches differs so widely that 
this mixing of men with different views and often contrasting experience of 
practical problems must prove valuable. Residential colleges have an evident 
advantage over non-residential training establishments on this score. Where 
the men are accommodated in hotels, communal social life, which is such an 
important feature, is impossible. When the men are living together in close 
association, their lecturers have much wider opportunities of assessing a man’s 
general qualities and character, quite apart from his specific knowledge and 
experience of banking. The routine of the day is simplified and there is a 
more intimate atmosphere when the activities of both work and social life are 
possible in one building as in a residential college. 

Even more important, however, is the fact. that in a residential centre a 
wider programme is easily arranged, for hospitality and accommodation are 
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provided for visiting lecturers and officials. In the informal atmosphere in the 
pleasant surroundings of a residential college, as distinct from the stiff for- 
mality of the bank’s head office, the advantages of visits from high executive 
officials are greatly enhanced. The constraint that marks the formal interviews 
which in the past represented a bank official's only contact with senior execu- 
tives, gives place to a more natural relationship and enables the senior to form 
a more accurate assessment of a man’s qualities. Under routine business 
conditions, executive officers can meet only a very small proportion of the staff, 
and then only at infrequent intervals. A residential college gives a regular 
opportunity for contact with different groups from all parts of the country. 
Comparable advantages can be secured from visits from people in other 
industries or walks of life who can speak with authority on their own subject 
or industry. Such talks provide an invaluable addition to the programme at 
the colleges, and are particularly desirable when the curriculum is rather 
closely directed towards specifically banking training. Indeed, sessions of this 
kind provide one of the most obviously fruitful means of broadening the outlook 
and providing stimulating relief from technical banking. In any case, even 
from the narrower vocational point of view, it needs to be borne in mind that 
banking and industry are inseparable; the foundations of a sympathetic 
understanding between them can be well laid in this manner. Informal discus- 
sions should always follow each talk, thus giving opportunity for lively and 
illuminating exchanges of views. More valuable still is the fact that many 
visitors will later mingle socially with the candidates as well as with the staff of 
the college. 

Indeed, it is only where they provide opportunities for wide and varied 
human contacts, and where this intercourse is really informal, that the training 
schemes can develop their full possibilities. Naturally, the importance of this 
aspect of the schemes is at its maximum iv the high-level training, but it should 
play its part at all levels. It must be emphasized again, as was done at the 
opening of this article, that the quality of the human material in the banks 
determines the value of their chief asset. Wise selection and training of staff 
are vital to the success of the industry. 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 








Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
Capital Fully Paid - - - - - Rials 300,000,000.— 
Reserves (Banking Department) - - Bials 900,000,000.— 
Reserves (Issue Department) - 5 - Rials 1,000,000,000.— 


Governor and Chairman of the Executive Board: ABOL HASSAN EBTEHAJ 
Head Office : TEHRAN, IRAN (Persia) 
Over 165 Branches and Agencies throughout Iran 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
transactions, provides special facilities for Documentary Credits, etc., and with its numerous 
Branches in Iran deals with every description of banking business. 


ADMINISTERS NATIONAL SAVINGS 





ee gener Rg ae Tae RETR ER EERE RU PE 


ee 





Africa 
Tange 
plus 2 
currer 

TI 
larity 
impor 
munit 
noma 
for th 
Euro 
famili 
proba 
settle: 
larger 
organ 
of Ea: 
range 
tin, g 
trade, 
well d 
expor 
pean : 


histor 
Britis 
sidiar 
ganyi 








169 


Monetary Systems of the Colonies 
III — East Africa 


By a Special Correspondent 


nently in East Africa, with its highly publicised groundnut scheme and 

other much-talked-of mineral and agricultural possibilities. The East 
African currency area consists of the three territories, Kenya, Uganda and 
Tanganyika, now linked together in the East African High Commissioner, 
plus Zanzibar ; the Rhodesias and Nyasaland form a separate Central African 
currency area. 

The economies of the East African territories have many points of simi- 
larity with those of West Africa (discussed in last month’s article), but also 
important points of difference. As in West Africa, large sections of the com- 
munity consist of peasant cultivators holding lands on a tribal basis, or pastoral 
nomads ranging over traditional lands and producing primarily or entirely 
for their own consumption. But there are also substantial areas farmed by 
Europeans on a capitalist basis or developed as plantations of the type more 
familiar in Malaya or the West Indies; a varied mineral production ; and 
probably rather more secondary industry. The presence of a permanent, 
settled European population and of an equally permanent and numerically 
larger immigrant population of Indians itself leads to a more varied economic 
organization. Whether by chance or because of natural conditions, the exports 
of East Africa are less concentrated in a few staple products, but cover a wider 
range—sisal, cotton, coffee, pyrethrum, sugar, tea, cloves, copra, gold, diamonds, 
tin, groundnuts (a small trade long before the new big schemes), etc. Local 
trade, e.g. in foodstuffs such as wheat, maize, meat, butter and sugar, is also 
well developed. Finally, the area has at least the beginnings of some invisible 
export trade in its tourist traffic, in the overseas incomes of some of the Euro- 
pean settlers and in the prospective military base developments. The economy 
as a whole is therefore rather more variegated than West Africa’s. 

An important trade characteristic is the extent of Indian, or Indian Ocean, 
connections. These are of very long standing. Indians and Arabs were actively 
trading in the area long before European commerce was established. In 
modern times the greater part of Uganda’s cotton has normally been sold in 
India and (up to 1939) in Japan, and the main markets for Zanzibar’s cloves 
have been India and Indonesia, while India has ietained a large share of the 
import trade, especially in textiles. But the trend over recent decades has 
been for trade with Europe and America to become steadily a larger proportion 
ot the total, e.g. the newer industries of coffee, tea, sisal and pyrethrum look 
outside the Indian Ocean for their markets. 

This change in the direction of trade has been reflected in the currency 
history of the area. The Indian rupee was the customary standard coin before 
British rule was established in East Africa and in due course it, with its sub- 
sidiary coin, became legal tender. Even in German East Africa (now Tan- 
ganyika) the Indian rupee was so firmly established by custom that the coin 
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issued by the Germans was a rupee of the same weight and fineness, divided 
into 100 heller instead of into annas and pies. 

This monetary basis served well enough in the early days of European 
development of East Africa, but at the end of the first World War the rise in 
the value of silver had driven the rupee from Is. 4d. to over 2s. and the fluctua- 
tions in its current value were highly inconvenient for the bulk of the trade of 
the area. It was decided, therefore, to displace the Indian rupee and to issue 
a local currency based on sterling, after the model of the West African currency 
which had been introduced shortly before the war. An East African currency 
Board was accordingly created and started operations in December, Ig19. 
Its method of operation was identical with that of the West African Board— 
the issue of local coin and notes against payment of sterling in London and 
redemption of its issues by refund of sterling in London. Eventually, the 
system was successfully established and maintained ; but it underwent severe 
vicissitudes in the process of establishment. 

In the first place the new Board proposed to issue an East African rupee 
and had had a number of rupee notes manufactured, but no rupee coin struck, 
when, in deference to strong local opinion, they decided to adopt as standard 
coin a florin (= 2s. sterling) divided into 100 cents. Not long after the first 
issues of the new florin currency, there came the post-war fall in the value of 
the rupee and a misconceived demand for a corresponding devaluation of the 
florin. Instead of yielding to that demand, the Board decided to withdraw the 
florin currency and substitute a lower-valued standard unit, the shilling (again 
divided into 100 cents). 

These changes in the standard coin, though troublesome and expensive, 
were only a small headache compared with the other main 1esult of the decline 
in value of the rupee. The East African Currency Board had undertaken to 
issue their new currency in substitution for the Indian rupee in circulation at 
2s. per rupee—just as the West African Board was issuing its coin against U.K. 
silver at face value. Unfortunately, whereas the West African Board had a 
promise from the U.K. authorities to take back the silver at face value, the 
East African Board had secured no equivalent cover from the Government of 
India. They accordingly found themselves withdrawing rupees at 2s. and 
presenting them to the Government of India at a very much lower sterling 
figure. The loss was, of course, increased by some importation of rupees from 
outside East Africa which, though prohibited, was not eatirely preventable. 

A third source of initial loss for the Board was the withdrawal of the German 
rupee and heller coinage which had been established in Tanganyika and was 
similarly accepted at the rate of 2s. per rupee. The coin had, of course, no 
monetary value and had to be disposed of at its bullion value. Finally, a 
smaller loss was incurred on the withdrawal of a small local Kenya and Uganda 
ruper currency which had been established before the Board came into existence. 

In the upshot the Board lost over {900,000 on Indian rupees and over 
£600,000 on the German coinage ; its initial expenses, owing to the various 
changes in standard coin, had been heavy; and on June 30, 1925, when 
the process of changeover was practically completed, it held only £2} millions 
in assets, plus the metallic value of the currency in circulation, against a total 
of currency in circulation of over £5.3 millions. Naturally there was local 
criticism of the succession of decisions which led to this unhappy result. This 
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is not the place to argue whether the Board was justified at all stages, but on 
the main question, whether the 2s. rate should have been maintained for the 
withdrawal of the old Indian and German coinage, it is difficult to see what 
other course could have been taken without jeopardizing public faith in the 
new currency itself. 

The later financial history of the Board may be related before entering on 
a description of the working of the system. The initial misfortunes already 
described were followed by others. A sterling exchange system of this kind 
can normally expect to earn enough, by way of commissions on the issue and 
redemption of coin and notes and interest on investments held, to build up 
out of income funds sufficient to offset the initial expenses of issue and to 
provide a reserve against the contingency of large demands for redemption 
in a trade depression. That has been the experience of the West African and 
most other colonial systems, because even if they had some substantial initial 
expenses they normally had a period of steady and expanding circulation 
during which income from investments could be accumulated. The initial 
losses of the East African Board had in this respect a cumulative effect. The 
resources of the Board were continuously far below its liabilities ; after allotting 
a prudent amount as cash or liquid reserve the Board had therefore very little 
to invest and could earn only a small margin over and above its operating 
expenses. The process of achieving the ideal of 100 per cent. cover would 
therefore have been slow in any case. But it was made slower still by the mis- 
fortune that soon after the initial stage of withdrawal of the old currency had 
ended the Board suffered a decline in the circulation, in consequence of the 
trade depression of the late ’twenties, with a resultant diminution of its earning 
assets as they were paid or realized to meet rede mptions. 

The lowest point in the Board’s fortunes was reached in 1932. On June 30 
of that year the total currency in circulation had fallen to little over £3} 
millions and the Board’s free assets to under £400,000. Doubts were enter- 
tained whether the value of the currency could be maintained and further 
redemptions met ; and legislation was therefore passed by the Governments 
of Kenya, U iganda and Panganyice binding them to stand behind the Board 
up to a maximum of {14 millions. This guarantee was never in fact called 
upon, as the tide turned and the circulation began to recover with the recovery 
of East African trade from the depths of the depression. By June 30, 1939, the 
circulation had expanded to {6} millions, and any immediate threat to the 
Board’s solvency was past. 

The war and post-war periods have seen a very great further expansion 
and the attainment of full 100 per cent. cover. The expansion was increased 
by the decision to use East African currency in the Italian East African terri- 
tories as they were occupied by British forces, and in Ethiopia. A high point 
was reached at June 30, 1945, when the total circulation was over £28 millions, 
including over {10 millions for the occupied territories and Ethiopia. Since 
all this additional circulation was matched by additional sterling holdings, 
the Board’s investment proportion and earning power increased more than 
correspondingly and it was able year by year to build up surpluses of revenue 
over expenditure until, in 1946, it had the satisfaction of showing full cover 
for its circulation. 

One other development since the system’s initiation may be noted, the 
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inclusion of Zanzibar within its scope in 1936. Zanzibar had previously had 
an issue of notes of its own, based on the Indian rupee, which was itself used 
as coin. It was old-fashioned in form and doubts were felt of the desirability 
of the continued currency link with India. After reviewing various alterna- 
tives, eggs the conversion of the existing Zanzibar note issue into an 
orthodox sterling exchange issue, it was decided that the best solution would 
be for Zanzibar to join the East African system. The East African shilling 
was duly introduced and the arrangement has worked without a hitch. The 
only special provision necessary arose from the fact that the old Zanzibar 
currency was fully covered and the income from its investment cover contri- 
buted a small annual surplus to the State revenues ; hence the East African 
Board had to promise a corresponding payment to Zanzibar. 

To-day, therefore, the East African currency can be regarded as fully 
established, after weathering storms fortunately rare in colonial currency 
history. The system is identical in all essentials with that of West Africa. 
Notes and coin are issued locally by currency officers on behalf of the Board 
against payment of the face value, plus commission, to the Board in London; 
they are redeemed on presentation to the local currency officers by payment 
of the face value, less the redemption commission, in London. The rates of 
commission charged were originally $ per cent. each way ; in Ig21 the com- 
mission on redemption was raised to I per cent. and in 1931 to I$ per cent. 
(involving a reduction of the middle rate, or true par on sterling, of } per cent.) ; 
in 1942 both rates were fixed at } per cent., restoring the true parity, and in 
1946 the rates were further reduced to } per cent. The Board is obliged by 
the Regulations under which it operates to deal with any member of the 
public who presents sterling or local currency in sufficient quantity, but in 
practice applications either for the issue or redemption of currency come only 
from the banks. The possibility of recourse to the Board does, however, mean 
that the Board’s rates of transfer fix the rates of exchange which the banks 
can in practice charge to the public. 

Also as in West Africa, the Board is constituted and governed by regula- 
tions made by the Secretary of State for the Colonies which leave the Board a 
wide discretion in the management of its assets and ordinary operation but 
give it no power to vary the par value of the East African shilling. The mem- 
bership and staff of the Board (both in London and locally) are similarly drawn 
from official sources ; indeed the actual members of the Board are identical 
with those of the West African Currency Board, except for the substitution of 
the head of the East African Department of the Colonial Office for the head of 
the West African Department. 

The Board’s notes and coin are expressed in shillings and cents; the 
normal denominations are ganna 1,000, 200, 100, 20, 10 and 5 shillings m 
notes and 1 shilling, 50, 10, 5 and 1 cents in coin. During the war difficulties 
in securing the minting of ave h new shillings to meet the expanding demand 
led to the issue of Is. notes. These were ee by the African public with 
less reluctance than had been expected, but are not intended to be retained 
permanently. The shilling coin itself is of an unattractive silver alloy and the 
desirability of re pow it by a better coin has been several times discussed, 
but difficulties of minting large quantities of new coin have so far prevented 
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The following figures show how the circulation has vanied : 


East AFRICAN SHILLING CURRENCY. OTHER CURRENCY.* 
£000s. (florin and rupee issues). 

Notes. Coin. Total. 
1925 sg ia 1,387 a aid 4,220 re oa 221 < ais 5,828 
1932 ad sie 1,319 ine ans 2,250 oe she ia ” 3,569 
1933 oe .. 1,473 oe és 2,349 sa at ea a 3,822 
1934 a sa 1,505 es +. 2,580 as ee os oe 4,151 
1935 os ae 1,417 ‘iis za 2,849 acs ea as ae 4,266 
1930 a fe 1,935 a ai 3,172 ia ne ac st 5,107 
1937 an - 2,163 aa a 3,843 as a a as 6,006 
1938 aie “« 2,700 ‘it a 3,800 leh an at ae 6,500 
1939 oe aa 3,055 ie os 3,442 ms a aa “6 6,500 
1940 a én 3.437 va 8 3,490 *r ae “ - 6,927 
1941 ed is 4,297 ef Fa 3,927 5 oe Su oa 8,224 
1942 or sa 9,258 id in 4,797 a sit ic «+ 14,055 
1943 aT .. 15,291 se wd 5,828 a sti we «so Esme 
1944 a" an 18,247 e de 6,581 ae as ne ws 24,828 
1945 re .. 21,067 aa a 7,311 oa ae ae «« 26,398 
1946 es on 17,317 os ted 7,231 - mae ne -- 24,548 
1947 ie a 17,029 ee os 7,340 a sia nw os 24,309 


*Not shown separately after 1931. 


Among the points worth noticing in this table are : 

(1) the decline in the circulation to the low point, already noted, ir the 
trade depression of 1932 and the subsequent fairly steady recovery 
up to 1939 ; 

(2) the rise in the proportion of notes from under 24 per cent. in 1925 to 
nearly 70 per cent. in 1947 ; 

(3) the sharp increase in total circulation after 1941 ; 

(4) the fall in circulation after 1945. 


The war-time movements were distorted by the additional issues for use 
in the Occupied Territories and Ethiopia. The following table separates these 
figures from those for the East African teiritories themselves and shows that 
the apparent decline in the post-war circulation is due to the withdrawal of 
East African currency from its area of wai-time use, the expansion of the 
permanent circulation having continued. 


CIRCULATION IN EAST AFRICAN TERRITORIES 
AND IN OCCUPIED TERRITORIES AND ETHIOPIA. 


£000s. 
East AFRICAN OccuPIED TERRITORIES 
TERRITORIES. AND ETHIOPIA 
1941 a de a4 aia 8,224 +e os — 
1942 a ne ca .. 10,193 ud ‘ia 3,926 
1943 + “+ “+ -- 13,773 +. + 7340 
1944 es ee ie -. 15,709 Ba g,119 
1945 a da ne «+ tem ey -- 10,304 
1946 aa ie se .. 20,858 ie ve 3,691 
1947 os os oe oe 20,724 oe ee 3,044 


The use of a higher proportion of notes to coin than in West Africa is, of 
course, a reflection of the rather more developed economy in parts at least of 
the East African territories. The higher denominations of the notes in circula- 
tion reflect the same thing ; of the total note circulation of some £17 millions, 
in 1947, about £4} millions were in notes of 10s. and unde, £5 millions in {1 
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notes, £3} millions in £5, £60,000 in {10 and £50, and no less than £4.1 millions 
in £500 (more strictly 10,000 shilling) notes. The last are an unusual speciality 
in colonial issues ; they are understood to be used mainly by the banks for 
inter-bank transactions, perhaps in lieu of a more usual type of clearing system 
which might be difficult of operation in local conditions. 

The finances of the Board are managed on the same lines as those of the 
West African Board. The objective is 100 per cent. cover, and the available 
assets are held partly in liquid form and partly in gilt-edged stocks. The 
objective of full cover was attained in 1946, and the accounts on June 30, 1947, 
showed the following position : 








Face value of total circulation ‘ie “s ai i - re nr 24,369,443 
Less realisable value of silver and bronze in the coin in circulation * = 1,053,400 
Net nominal liability for redemption .. os as ie st oe a6 23,316,043 
f 

Liquid assets “s as < wi ¥ om i = 2,213,905 
Investments “a we ‘a a4 os a i -. 21,786,361 

24,000,266 
Less outstanding liabilities* .. se a ‘a xa aa 422,411 23,577,855 
Surplus... = i ea ‘is a oi i Pe Pe ee 261,812 


*Balance of various miscellaneous accounts. 


Since the surplus of interest and commissions earned over operating 
expenses has hitherto had to be devoted to building up its capital assets, the 
Board has not been able to make any distributions of surplus income to the 
constituent Governments; and if it follows the practice of other colonial 
currency authorities it will no doubt wish to apply future surpluses to creating 
a reserve against depreciation of securities before making any such distribution. 

Banking facilities in the East African area are provided primarily by the 
Standard Bank of South Africa, the National Bank of India and Barclays 
(Dominion, Colonial and Overseas), each of which has a number of branches 
in the three big territories Kenya, Uganda and Tanganyika. The first two 
are also established in Zanzibar, which is served additionally by an Indian 
private banking firm, Jetha Lila. The Exchange Bank of India and Africa 
(incorporated in Bombay) has branches in both Kenya and Tanganyika and 
the Banque de Congo Belge has also a branch in Tanganyika. In Kenya the 
Land and Agricultural Bank, a Government institution, deals with agricultural 
mortgage finance, but is not concerned with the ordinary run of commercial 
banking. 

As in West Africa, banking is still comparatively primitive. The custody 
and distribution of physical stocks of currency on the one side and the provision 
of exchange facilities, primarily into sterling, on the other, inevitably bulk 
larger in banking business than in U.K. practice. But East Africa offers 
more scope for banking credits, loans on overdraft and other more developed 
aspects of banking business than the West African colonies. It remains 
necessary, none the less, for the banks to hold their more liquid assets in 
London, for the same reasons as already mentioned for West Africa, i.e. the 
absence of any media of investment locally which could be quickly turned 
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into cash and the necessity of having at command a ready source of sterling 
in London which can be converted at once through the Currency Board into 
East African currency if necessary to meet a local demand for cash. 

It may be hoped that East Africa’s monetary problems—i.e. problems of 
the East African unit not shared with the sterling area or the whole world— 
are things of the past. There need no longer be any doubt of the technical 
soundness of the currency, of the ability of the Currency Board to maintain 
its convertibility into sterling. At various times in the past there have been 
suggestions that the area might benefit by a local currency depreciation ; it 
is doubtful whether that would ever have been good sense, remembering how 
large a proportion of both income and costs are fixed in non-East African 
currencies ; to-day, such ideas seem to be entirely quiescent. The area shares, 
of course, the common problems of the sterling group and takes its due part 
in meeting those difficulties by exchange and import control and by doing 
what it can to maximize its earnings of dollars through sales of sisal, pyrethrum, 
diamonds, etc. It has thrown up no special problems of exchange control ; 
at one time suggestions were made that import licensing aimed at conservation 
of hard currencies involved discrimination contrary to the Congo Basin Treaties, 
which govern the whole of the East Atrican currency region ; but it has been 
successfully established in practice that those Treaties do not debar the local 
Governments from acting in concert in these matters with their fellow-members 
of the sterling area. 


NORTHERN RHODESIA AND NYASALAND 


Until 1931 the only legal tender in Northern Rhodesia and Nyasaland was 
U.K. coin and the only unlimited legal tender was the sovereign. Sovereigns 
did not in fact circulate and use was made in practice of bank notes issued for 
Southern Rhodesia by the local branches of the Standard Bank of South 
Africa and Barclays Bank (Dominion, Colonial and Overseas). After the 
departure of Britain from the gold standard the position of these notes was 
found to be somewhat obscure, as although the banks held some gold backing 
against them, there was no legal liability for redemption in gold and it seemed 
to be at any rate possible that they could each of them redeem their own 
notes by paying out the notes of the other. After a short hesitation, Southern 
Rhodesia decided to follow the fate of sterling, and Northern Rhodesia and 
Nyasaland followed suit by formally making the Southern Rhodesia bank 
note issues legal tender within their respective areas. A year or two later, 
Southern Rhodesia introduced its own coinage and these coins also we1e made 
legal tender in Northern Rhodesia and Nyasaland. Exchange parity with 
sterling was maintained by arrangement with the banks, but this was not 
felt to be a satisfactory permanent arrangement; shortly before the war, 
therefore, steps were taken to establish a joint Central African Currency 
Board for the three countries, composed of representatives of their Govern- 
ments. This Board is now responsible for the issue of notes and coin in all 
three areas and operates on almost identical lines with those followed in East 
and West Africa. The only divergence worth mentioning is that the Board’s 
statutes contain an exceptional provision permitting the investment of a small 
proportion of its reserves in local securities. 
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The Irrevocable Credit 
By Maurice Megrah 


HE sanctity with which bankers clothe the irrevocable credit is only a 
"[ snete example of the deep-seated contractual circumspection of the City 
of London in particular and of bankers generally the world over. It isa 
truism that bankers would never dishonour their own signature, but those who 
blithely protest that this is so may not realize that for a banker to refuse, for 


example, to pay a draft drawn on himself or to honour a draft properly drawn | 


on him by a beneficiary under an irrevocable credit must be explained on some 
other ground than the dishonour of a signature or the repudiation of a con- 
tract. That there is some confusion of thought seems clear from remarks 
heard recently concerning a bank’s refusal to pay under an irrevocable credit 
— though the reason was prohibition by law. There is no distinction in principle 
between such legal bars to payment as a garnishee order, exchange control or, 


as in the case under discussion, an injunction of a court of law. There may be | 
little difference in practice, either, if the parties concerned are all domiciled in | 


the same country ; but where, as in this case, they were domiciled in different 
countries or where, even, they reside in different countries, the consequences 
may be more serious. 

Neither the parties in this case nor the details of the contract leading up to 
the matter in dispute are especially relevant. It is sufficient simply to say 
that an irrevocable credit was opened by an Indian importer with an Indian 
branch of a foreign bank through an English bank in favour of a British 
exporter ; the credit was not confirmed by the English bank. A dispute arose 
between the importer and the exporter as a result of which the importer applied 
to the Indian court for and obtained an injunction restraining the exporter 
from drawing under the credit pending the trial of the dispute. 

It is interesting to speculate on the implications of the matter. On whom 
is such an injunction binding ; how far can it affect directly or indirectly 
persons (using the term in the legal sense) not within the jurisdiction of the 
court which granted it ; in particular, in what way, if at all, does it affect a 
bank outside the jurisdiction confirming or not confirming the credit? In 
other words, what effect can such an order have, to what extent and in what 
way is it binding, on (a) a foreign bank or branch confirming the credit; 
(6) a foreign bank or branch advising but not confirming the credit ? These 
questions are not easy to answer but certain aspects of them are clear. 

Perhaps the first point to stress is that a banker cannot, any more than 
anyone else, ignore an order of a court to whose jurisdiction he is subject. If 
by chance an English court were to issue an injunction restraining an English 
banker from paying under a credit the bank would have to comply with the 
order and it would not matter whether the bank had bound itself irrevocably. 
It is just the same as if the bank were restrained from parting with a current 
account balance, except that in such a case the bank’s undertaking to pay is 
implied and not expressed and thus the breaking of the contract is not s0 
obvious. A banker may not place himself above the law. Unless, therefore, 
a foreign judgment or order is of equal force in this country—as it may be 
under one or other of the statutes relating to foreign judgments—a bank m 
this country is concerned only with orders of the English courts. However, 
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even if a foreign order is by registration made effective in this country, some 
time must elapse before that stage is reached; in the meantime the bank is 
free to act as it pleases. But where it has assets and perhaps an office in the 
country from which the injunction issues the position is different, for the 
branch and local officers are subject to the jurisdiction and disobedience 
would be contempt of court, with sanctions as the possible result. It should 
here be said that there is no provision under the foreign judgments legislation 
for the registration of an injunction and unless effect can by some other means 
be given to such an order it has no operation outside the country from which 
it issues. Moreover, the common law does not help, for under the common 
law a foreign judgment is not enforceable in this country except through the 
medium of fresh proceedings, notwithstanding that the judgment may establish 
an obligation or liability. The foreign judgments legislation constitutes an 
exception to this common law rule. 

Let us get back to the particular case. What was the effect of the Indian 
injunction ? It was directed to English exporters and it is said that both the 
bank in India which opened the credit and the advising bank in London were 
notified of the injunction by the Registrar of the Indian court. This meant 
that the bank in India was thereupon prohibited from paying under the credit— 
for otherwise it would be lending itself to an offence—while the English bank 
could safely refuse to negotiate, not having confirmed the credit. The interesting 
conjectures are what the position of the English bank would have been if, in 
spite of being entitled to refuse to negotiate, it had in fact negotiated ; and if 
the bank had in fact confirmed the credit ? 

Having negotiated, the bank in England would look to its Indian corres- 
pondent for reimbursement. This would presumably be forthcoming only if 
on the trial of the case in India the injunction were lifted and only then if it 
were held that the money was properly payable. It is obvious that in such a 
case there is the risk that the bank in India might never be bound to pay ; 
and so the English bank would negotiate at its peril. This would probably be 
the state of affairs even where the bank in India had a branch or perhaps a 
chief office with assets in London, for by negotiating when it need not the 
English bank or branch would be prejudicing its correspondent and _ pre- 
judging the issue without being under any duty to anyone. Thus it would 
seem to follow that no action in London for the amount of the draft negotiated 
against the bank opening the credit would succeed. 

Let us now suppose that the bank in England had confirmed the credit. 
Ordinarily it would be bound to negotiate drafts properly drawn under it or 
to pay them if the credit provided for the drawing of drafts on it instead of 
on the bank in India. In what way, if at all, would the Indian injunction aftect 
the position? Of itself, not at all; nor would the notification from the 
Registrar of the Indian court be effective to restrain the English bank from 
proceeding to do what it had undertaken todo. But now two questions obtrude 
themselves. First, what if the bank in England had branches and assets in 
India; and second, what if the bank in India with whom the credit was in 
fact opened had also branches and assets in England ? 

With regard to the first, it is conceivable that the English bank could be 
cited in India for contempt of court if it disregarded the injunction, even though 
hot subject to the jurisdiction of the Indian court, at any rate so far as the 
offices in England were concerned ; but it is improbable that any action 
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would be taken by the court in India. Thus the effect of the injunction in | 


restraining an English bank, obliged either to negotiate or to pay in England, 
might well be negligible. The second question must, however, be answered 
differently. Let us take a practical example. A credit is opened by an Indian 
importer in favour of an English exporter—as in the case under discussion— 
but with an Indian or an English bank having offices both in England and 
India, and confirmed to the exporter by the office of the same bank in England: 
an injunction is granted by an Indian court restraining the exporter from 
drawing under the credit. Notice is given by the Registrar of the Indian court 
to the bank in India and its office in London. 

There can be no question that the bank in India cannot refuse to obey the 
injunction, but what about their London office ? The contract by which the 
bank in London undertakes responsibility to the English exporter is an English 
contract and must surely be construed according to English law, so that the 
London office is at the same time bound to pay or negotiate and yet, possibly, 
restrained from doing so. I think it must be assumed that any question of 
contempt of the Indian courts, except in the case of the Indian bank, just 
does not arise. In the absence of any provision for the effective registration 
of an Indian injunction, such an injunction will be of no effect and the objective 
desired by the Indian importers must be reached in some other way. The 
risk must be infinitesimal, certainly not enough to justify any alteration in 
present media for opening credits. 

Perhaps, however, the difficulty does not lie here. The English branch, 
having paid or negotiated, having irrevocably committed itself, has next the 
task of recovering from the opening branch in India. This branch, if it were 
contempt of court itself to permit the functioning of the credit, could hardly 
meet the London demand for reimbursement so long as the injunction remained 
effective. And where the injunction was superseded, as well it might be, by the 
total cancellation of the credit as the result of the trial of the main dispute in 
India, reimbursement might be impossible except as the result of the bank's 
accepting a loss, for there would be no recovery from the importers. 

The real difficulty would seem to arise, therefore, where the bank opening 
the credit and that confirming it were the same. If they were not, then it is 
reasonable to suppose that any reputable ‘ opening’ bank would hold its 
confirming correspondent indemnified in the event of the latter’s having 
to pay in circumstances in which there was no legal right of recovery from the 
opening bank. There would be a moral obligation to do so. Where the same 
bank is concerned, however, the only recourse would be to the importers 
(unless recourse had been reserved against the exporters) and these would be 
relieved from liability by the decision of the court relieving them (the importers) 
from liability under the credit and under the contract for the sale of the goods. 

A remedy is clear. The exporters could accept negotiation by the con- 
firming bank with recourse. This is not unreasonable, for the dispute is really 
between the exporters and the importers and the risk which the confirming 
banks in the circumstances described above may have to run is not one which 
it is reasonable to expect them toaccept. There is no hindrance to the financing 
of the transaction, which is the main object of the credit. 

It is assumed, naturally, that no court would issue an injunction in these 
circumstances unless it were reasonably clear that there was a case for it. 
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NORTHERN IRELAND: 


A Financial and Economic Survey 








Fundamentals of Ulster’s Employment 


Problem 
By K. S. Isles 


(Professor of Economics, Queen’s University, Belfast) 


ORTHERN Ireland has always suftered more severely from unemploy- 
N next than the United Kingdom as a whole. It shated in the general 

state of under-employment which existed in the whole country during 
the period between the wars. But there were always special causes of unem- 
ployment at work in Northern Ireland, though their existence was largely 
hidden by the general under-employment. These special causes are inherent 
in the nature of the economy, and, while their effects have been largely 
counteracted, they themselves remain. 

The existence of abnormally heavy unemployment in Northern Ireland 
and its persistence right down to the present time can be clearly seen from a 
glance at the first of the accompanying charts. This shows the comparative 
rates of growth in .mployment in Northern Ireland and in Grea* Britain from 
1923 onwards. The upper figure shows the quarterly movements of an index 
of employment in each of the two countries, the level of employment in July, 
1923, being taken as 100 in each case. At that time the rate of unemployment 
in Northern Ireland was 17.9 per cent. compared with 12.2 per cent. in Great 
Britain. Hence the level of employment in Northern Ireland relative to the 
number of workers was much less adequate at the beginning than in Great 
Britain. Nevertheless, the rate of expansion lagged further and further behind 
that in Great Britain as time went on. This can be seen more clearly in the 
lower figure of the chart, which shows the deviations of the index of employ- 
ment in Northern Ireland from the British index. The proportionate expansion 
of employment in Northern Ireland, even given its relatively low starting 
point, did not overtake that for Britain till two years after the beginning of 
the war. The movement of the index for Northern Ireland above that for 
Great Britain during the war was simply due to the fact that expansion up till 
then had been proportionately less, and from a lower starting level, so that the 
reserve of unemployed workers was proportionately greater. This fact is 
brought out in the second chart, which plots the annual unemployment rates 
in the two countries. Notwithstanding the greater rate of expansion in 
Northern Ireland in the war years (and even though a large number of workers 
were transferred from Northern Ireland to Great Britain during that period) 
the unemployment rate in Northern Ireland remained substantially above the 
rate in Great Britain throughout the war. and has persistently remained above 
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it since. The rate itself is much lower than it was before the war, but the 
difference between it and the British rate is still much the same as it was in 
the ‘twenties and early thirties. 

[t thus appears from the charts that the improvement in employment has 
been due, for the most part (though, as we shall see, not entirely), to the same 
general causes which have reduced the average level of unemployment through- 
out the country as a whole almost to vanishing point ; in particular, the war 
and its aftermath, the need to expand production for export, and the adoption 
by the central government of economic and financial policies aiming at “ full 
employment ”’. In its essentials the adverse state of employment relative to 
that in Great Britain has not been much affected. Hence if we are to under- 
stand the nature of Northern Ireland’s present economic position and the 
factors limiting further industrial expansion, we must briefly examine the 
outstanding features of the provincial economy which have conditioned its 
growth and structure in the past and kept the unemployment rate consistently 
above the British rate. 

In this connexion the first point of importance to note is that Northern 
lieland is economically, as well as politically, a part of the United Kingdom, 
a regional section of the unified British economy. Apart from the abnormal 
restrictions imposed during the war, labour and capital are both free to move, 
at will, to or from the rest of the Kingdom in search of employment ; monetary 
institutions and monetary policy are common ; there is no restriction on the 
passage of goods ; there is a common fiscal system—apart from unimportant 
exceptions—and, in effect, a common system of social services; and trade 
unions and other elements of the wage-fixing machinery are closely linked with 
those in Great Britain. 

This integration has two important consequences which together have 4 
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powerful control over the rate of industrial expansion and the industrial 
structure of Northern [reland. The first is that wage rates for any given class 
of work tend to be about the same as in Great Britain or to keep at about the 
same relative level; and the second is that, subject to a qualification noted 
later, investment funds, whether saved in Northern Ireland or in Great Britain, 
tend to be distributed between Northern Ireland and Great Britain in such 
proportions that the expected rates of return on capital, at the margin of 
investment, are kept about equal in the two countries. These two tendencies 
acting together are the automatic regulators of the rate of industrial expansion 
and the level of employment in Northern Ireland in relation to those in Great 
Britain. They govern equilibrium between Northern Ireland and the rest of 
the United Kingdom in much the same way as the automatic gold standard 
used to govern international equilibrium. 

Thus the Government of Northern Ireland has very limited powers of 
controlling either the extent or the nature of industrial expansion within the 
province. It has little power to shelter the province from the economic con- 
ditions governing the rest of the country or from the effects of the economic 
and financial policies pursued by the central government. Both the general 
level of industry and the industrial structure of the province are limited, at 
each point of time, to what is profitable in the existing conditions, including 
the availability of raw materials and markets and the economic unity of 
Northern Ireland and Great Britain. All the provincial government can do to 
control the kind and extent of industrial development is to shoulder part of 
the cost of establishing or extending production in selected industries—so far 
as its funds will permit—and thus to induce business men to enlarge those 
industries further than it would otherwise pay thein to. 
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This brings us to the second important feature of the provincial economy, 
namely, the fact that it suffers from a relative deficiency of capital per available 
worker. Northern Ireland normally gets both a larger proportion of the net 
increase in labour of the whole Kingdom and a smaller proportion of the net 
increase in capital than she would get on a population basis. 

On the one hand, as regards the supply of labour, the rate of population 
growth is higher than in Great Britain and, in addition, a larger proportion 
of the population of working age, especially among the female section of the 
population, become insured industrial workers. During the twelve years 
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1935-46, for example, the natural increase in the population—i.e. births less 
deaths per 1,000 of the population—was almost twice as great as in Great 
Britain, namely, 7.4 per 1,000 compared with 3.9. Even the number of 
potential workers under 40 years of age is still increasing slightly from year 
to year, whereas in Great Britain it is already quite markedly falling. 

On the other hand, the share which Northern Ireland normally gets of the 
stream of new capital is depressed by both physical and institutional factors. 
In many industries (though, of course, not in all) she is at a cost disadvantage, 
compared with other industrial centres in the kingdom, in being less well 
endowed with raw materials and sources of power, and in being more remote 
from the main domestic markets for finished goods. On balance, therefore, 
costs of transport, both on raw materials and on finished goods, put her at a 
handicap which makes it difficult or impossible—so long as wage rates are 
kept roughly equal to those in Britain—to attract capital for industrial expan- 
sion sufficient to match the natural growth in her labour supplies. 

Moreover, the field of profitable investment in Northern Ireland is somewhat 
further limited by two sets of factors connected with the capital market. 
First, the cost of raisivg capital through the issue market is generally higher 
for small firms than for large, and in most of Northern [reland’s expanding 
industries production tends to be on a relatively small scale. Secondly, an 
abnormally large proportion of the savings made in Northern Ireland are 
drawn off from the local market. This is particularly true of small savings 
which take the form of deposits in the Post Office Savings Bank, National 
Savings certificates, or insurance premiums, since the centralized institutions 
into which they are paid tend to invest them in Government or industrial 
securities in Great Britain. But it is true in some degree of larger savings as 
well, since the investing public tends to favour large, well-known companies 
quoted on the London Stock Exchange in preference to small local industries. 

An examination of statistics prepared by the Estate Duty Office relating to 
personal estate subject to death duties during the period 1928-39 brings out 
three highly significant facts. First, the accumulated sum of capital exports 
from Northern Ireland comprised in the gross value of personal estate passing 
at death during the period (i.e. the sum of investments outside Northern 
Ireland comprised in personal estate belonging to people resident in Northern 
Ireland) was eleven times as great as the corresponding accumulated sum of 
capital imports. Secondly, this sum of capital exports was one-third as much 
again as the total sum of the investments in Northern Ireland comprised in 
personal estate belonging to residents of Northern Ireland. Thirdly, it was 
slightly greater than the total investments in Northern Ireland held by residents 
of Northern Ireland and individual investors in Great Britain taken together. 
It is true that these facts indicate the investment habits of individuals only, 
and tell nothing about inter-regional investment by corporate bodies. But 
so fai as they go they suggest that Northern Ireland has suffered severely from 
relative capital starvation. 

The economic characteristics of Northern Ireland which we have been 
discussing—namely, those arising from her economic unity with Great Britain 
and those which cause a continuing tendency to a relative shortage of capital 
provide in combination the key to an understanding of Northern Ireland's 
special problem of employment. They are the basic reason why recourse 
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must be had to special measures to overcome unemployment, and avoid its 
recurrence, even at a time when, through the country as a whole, there is an 
acute labour shortage. 

This problem has two important aspects. The first is the instability which 
arises from a lack of industrial diversity. Industrial employment in Northern 
Ireland has been, and indeed still is, very largely dependent on two staple 
export industries—namely, linen and shipbuilding, together with the related 
branches of engineering. The province lacked—and, for that matter, still 
does lack—any substantial block of “‘ sheltered ’’ industries to buttress employ- 
ment when export trade is bad. Hence, upon the general contraction of export 
markets after the first world war, it became one of the worst of the “ depressed 
areas’ and continued to be so. Particularly marked, and particularly impor- 
tant in preventing recovery, was the downward tiend in the linen industry, 
the biggest industry in the province judged by its labour force. 

Because this aspect of Northern Ireland’s unemployment problem is suffi- 
cient in itself to account for the persistently heavier unemployment, the second 
aspect is apt to be overlooked. It is supposed that the problem will be solved, 
once and for all, as soon as the Government has succeeded in getting enough 
enterprises established to give employment for all the currently av ailoble 
workers. But the problem is by nature recurring. As we have seen, there are 
various factors which, unless their effects are deliberately and continually 
counteracted, tend to cause Northern Ireland to get a smaller proportion of 
the net increase in capital, year by year, than she gets of the net increase in 
labour. For this reason unemployment above the average for the country will 
tend to keep on reappearing even if at each reappearance (or preferably before) 
deliberate steps are taken to overcome it. Something could be done to correct 
the underlying trouble by modifying the capital institutions so as to avoid 
undue centralization of savings. Apart from such action the problem can be 
dealt with only by striking at the effects through a continuing policy of stimu- 
lating investment. It is therefore encouraging to note that the Government 
of Northern Ireland is thoroughly alive to this need and is prepared to give 
financial and other help so as to enable undertakings to get established. It 
is able to do so out of its own revenues before handing over the balance as a 
contribution to the revenues of the central Government. 

The alternative to this constructive policy would be to encourage, or 
enforce, the emigration of workers to Great Britain. In a mild form such a 
policy is in operation. Unemployed workers who refuse to accept suitable 
work in Britain, when offered it by the employment exchange, may have 
their unemployment benefit stopped unless they can plead hardship, as most 
of them can. The only pressure to emigrate which can be applied generally is 
the pressure of unemployment itself, or, rather, the pressure of heavier unem- 
ployment than elsewhere in the country. Before the war, as the second chart 
shows, this pressure was continuous, but the resistance was strong. During 
the inter-censal period 1927-37, which is the only period for which estimates 
can be made, the annual movements were often substantial, amounting in 
some years to several thousands. Moreover, there was a general tendency for 
increases and decreases in the difference between the unemployment rate in 
Northern Ireland and in Great Britain to be associated, respectively, with 
increases and decreases in the outward flow of workers (or decreases and 
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increases in the inward flow). But net emigration of workers during the 
period as a whole amounted to only about 3,000. Before the war emigration 
of workers to Britain therefore had virtually no effect in reducing the general 
level of unemployment. 

Hence the wisdom of the provincial Government in pursuing a vigorous 
policy of industrial expansion. It is far less costly to the country than the 
alternative, which is unemployment. Progress under the New Industries 
(Development) Act of 1945 has already been very marked. By the end of 
1947, eighty firms (70 per cent. of them outside Belfast) had been established, 
or had been agreed to be established, in a fairly wide variety of industries 
with the financial assistance of the Government under this Act. These firms, 
according to their contracts with the Government, will eventually employ a 
minimum of some 16,000 workers. So far as female labour is concerned there 
will be little surplus left over when these commitments are met. Naturally 
there has been less success in attracting industries which employ a large 
proportion of men. 

Moreover, employment has been greatly increased through the export 
drive. All three of the staple industries—linen, shipbuilding and agriculture 
—have become highly important once more to the national economy and 
have responded acc cordingly, and production in the newer industries has also 
been largely developed for export. In proportion to her labour force, Northern 
Ireland has responded to the export drive far more effectively than Great 
Britain. Thus the volume of exports per insured worker in industrial employ- 
ment increased between 1935 and 1946 by at least 20 per cent., whereas in 
Britain there was a 10 per cent. fall. To some small extent this increase in 
Northern Ireland may have been due to an increase in relative productivity 
(the stimulus afforded by the risk of unemployment still being effective in 
Northern Ireland) but undoubtedly it was mainly due to an increase in the 
proportion of total production exported. 

Desirable though it is from a national point of view, this growing concen- 
tration on production for export renders the economy of Northern Ireland 
more vulnerable to depression originating abroad. It represents a sacrifice of 
stability in the national interests. For this reason the central Government, 
looking to its own long-term responsibilities, should reduce the resulting strain 
on the provincial economy by ensuring that it gets a reasonably favourable 
allocation of building materials and other requisites to enable it to diversify 
its industries somewhat, and in particular to establish additional male- 
employing industries. 

There are clear signs that Northern Ireland’s cost-disadvantage has been 
at least partially offset since the war by an advantage accruing from the 
general shortage of labour throughout the Kingdom. The question whether 
labour is to be had in a particular region has become one of the major considera- 
tions in deciding where to locate new undertakings. Labour scarcity has 
therefore given Northern Ireland an important asset in attracting new industry. 

Further expansion (even with Government assistance) is in present circum- 
stances limited mainly by shortages of materials, especially building materials. 
Since supplies are scarce everywhere it is only proper that they should be 
allocated according to the relative importance of the different uses from the 
point of view of the country as a whole. But this does not mean that only 
short-term considerations should be taken into account. 
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Farmers in the Fight for Dollars 
By Robert Moore 


(Minister of Agriculture for Northern Ireland) 

HE fight to save dollars goes on apace on the farms of Northern Ireland. 
Tr think I may claim that the farmers of Ulster fully realize its importance 

and that it is likely to be a long struggle. They realize, too, that it means 
the further postponement of any hope they may have cherished of a return 
to a system of farming based on livestock fed with imported feeding stuffs. 
The climate and soil of Northern Ireland are particularly well suited to the 
production of livestock and livestock products, but the wherewithal to feed 
the livestock must come to an ever-increasing extent from the produce of our 
own Ulster farms. 

This is the background of the task which Ulster farmers have been set of 
increasing their production as part of the national programme of agricultural 
expansion. We have asked our farmers to build up production so that by 
1951-52 we shall be securing 13} million gallons more milk, 8,000 tons more 
beef, 36,000 tons more pig meat and 35 million dozen more eggs than in 1946-47. 
For an area the size of Northern Ireland, with its total of 2} million acres of 
arable and pasture land, this is a pretty formidable task. That at the start 
of the fight there may have been amongst some of our farmers a sense of 
frustration is perhaps excusable. The continued shortage of feeding stufis 
meant that, if we were to maintain the present numbers. of livestock in the 
country, let alone secure each year the increases necessary to attain the targets 
I have just mentioned, we must rely more and more on the produce of our 
own land. 

It was this position that led me to the decision that the Tillage Quota for 
1948 must be increased from 30 to 35 per cent. Here let me explain briefly 
the system under which we have worked in Northern Ireland since 1939. In 
Great Britain the County Agricultural Executive Committee, during the war 
years at any rate, was wont to survey each farm in its area and then to decide 
not merely how much of the land should be tilled, but what crops were to be 
sown and in what field. In Northern Ireland we have simply made a Tillage 
Order providing that a given percentage of the arable land of each holding in 
the country must be ploughed, cultivated and cropped. We have not directed 
the sowing of any particular crop. We have left the farmer himself to secure 
the best returns from the land, for its character and productivity are well 
known to him. How well that trust has been justified is shown by the fact 
that in eight years the Ministry of Agriculture has had to dispossess only two 
farmers who failed to manage and use their land in accordance with the tenets 
of good husbandry. 

The decision to increase the Tillage Quota for 1948 was not an easy one to 
take. Most of our farmers had “Wiig hoping for a reduction ; indeed, at one 
time, I myself had vaguely hoped that one might be possible. But the position 
was far too serious and our weather too fickle to permit anything in the nature 
of a gamble. Though the decision brought disappointment to some of my 
farmer friends, it was accepted in the spirit I had expected. After a few 
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preliminary murmurs, the Northern Ireland farmers got down to the task of 
ploughing and sowing. We can now confidently expect Northern Ireland’s 
contribution to the national larder to be well in keeping with her proud record 
of past years. 

So far I have spoken mainly of difficulties. Now let me say something 
about achievements during the past year. In this connexion we must keep in 
mind the background of the poor harvest of 1947 following the frost and floods 
which wrought such havoc in the early parts of that year. Despite all the 
difficulties, our milk production has been steadily stepped up until to-day the 
total quantity of milk sold off farms in Northern Ireland is around 76 million 
gallons, compared with 39.3 million gallons for the year 1938-39. Once again, 
we shipped well over 3 million gallons of milk to Scotland during the winter 
to meet seasonal shortages there. In addition, our processing factories and 
condenseries sent to Great Britain the equivalent of over 13 million gallons 
in the form of evaporated milk and milk powder. We hope to do even better 
during the coming winter. I believe that we have not yet reached the peak in 
milk production. 

I described in THE BANKER last year the remarkable development of our 
seed potato trade, with its increase in shipments from 18,900 tons in 1938 to 
over 126,000 tons in 1946-47. Following the disasters of 1947, which culminated 
in the introduction of potato rationing in Great Britain, the eyes of growers 
there turned to Northern Ireland as their stand-by in an effort to secure 
maximum production of potatoes this year. Despite our own comparatively 
light crop, we sent across the Channel during the shipping season ended in 
July last, not merely the same quantity as the previous year, which was all 
we felt justified or safe in promising at the time, but something over 145,000 
tons of certified seed potatoes valued at £1,479,000. In a normal year our 
seed potatoes go not only to Great Britain but also to some twenty overseas 
countries, including Malta, Cyprus, Egypt, Palestine, Greece, Spain, Italy and 
South Africa. This year, however, the need in Great Britain was so urgent 
that our overseas consignments did not total more than about 15,000 tons. 

As with potatoes, so with other items of food. Every ounce suiplus to our 
own ration requirements is shipped to the national food pool. For instance, 
in 1947 we shipped 169,960 fat cattle to the value of {£6,280,670, and this 
despite the shortage of feeding stuffs, which compelled us to allocate all 
available rations to our dairy herds and calves and none at all for fattening 
cattle. Other shipments included 25,065,630 dozen eggs, value £4,900,381 ; 
11,629,000 lbs. of poultry, value £1,562,000; and 11,865 tons of ryegrass 
seed, value £989,246. 

I have to sound one note of regret. It is that it has not been possible as 
yet for our farmers to begin in earnest the task of restoring our once flourishing 
pig industry. This has been the section of our great agricultural industry 
most hard hit by the war and by the continued shortage of feeding stuffs. 

So, while the industrial section of our community is engaged in an all-out 
effort to earn dollars and to increase our export trade, our farmers are striving 
equally strenuously to increase their production, so enabling us to reduce the 
volume of imports and save dollars. I write this article on the eve of a visit 
to Northern Ireland by Sir Stafford Cripps. During his stay, Sir Stafford will 
be busily concerned in consultations with the leaders in our linen trade. I have 
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no doubt that the Chancellor will have placed before him the fears of the trade 
about the adequacy of supplies of flax and that an important part of the 
discussions will relate to the decline in flax acreage in recent years. Under the 
urge of war this area was steadily stepped up, to a peak of 124,000 acres in 
1944; but by 1946 it was down to 35,777 acres, and last year to 17,450 acres, 
or some 3,700 acres less than in 1939. On these latter figures, there would 
appear to be some justification for the fears expressed by the linen trade that, 
if something is not done immediately to check this downward tendency, flax 
growing will soon be a lost art in Northern Ireland. From the farmer’s point 
of view, this question of flax growing is mainly an economic one. In the first 
place, flax is a troublesome and tricky crop. It requires careful and expert 
cultivation ; it is difficult to harvest ; it is only since 1939 that pulling by 
machine has become at all common in the Province, and even now, in what 
may be only a comparatively rainy season, it often has to be pulled by hand ; 
the operations of retting and drying the pulled fibre are difficult and dirty ; 
and in the last resort the financial return which the grower gets from the crop 
depends to a large extent on the results of the scutching. Add to this the 
further fact that the flax normally falls for harvesting between the hay and 
the grain crops—so that in an unfavourable season the farmer may very well 
find himself in the unhappy position that the hay harvest comes right on top 
of the flax harvest or that the flax harvest has been so delayed as to interfere 
with the saving of his grain—and it will be appreciated that, except to the 
expert grower, flax is not a very attractive crop. But, as I have said, the 
main consideration is economic. During the war, when flax was vitally required 
for aeroplane construction and for parachute harness and other forms of equip- 
ment, many of our farmers sank economic considerations for the time being. 
To-day, the answer to the question to grow or not to grow resolves itself into 
a matter of price. 

When the prices for the 1947 flax crop were fixed by the Board of Trade, 
the Ulster Farmers’ Union advised its members that the prices were not high 
enough to assure an economic return. Hence the steep fall in acreage. Prices 
for the 1948 crop, ranging from 42s. to 34s. 6d. per stone according to grade, 
represented an increase of something like 25 per cent. over those of the previous 
year. But these prices also came in for criticism and, though the Farmers’ 
Union did not actually advise its members not to grow flax, the Union estimates 
that the area under the crop will not be appreciably larger than last year. 
Even if there is an increase in the acreage, it will not suffice to allay the fears 
of the linen trade. Those fears are enhanced by the fact that after this year 
the Board of Trade will no longer guarantee the price to the grower. The trade, 
for its part, contends that if it is to produce linen at a cost which will enable it 
to hold its place on the dollar market, it cannot afford to pay the farmer even 
this year’s price as fixed by the Board of Trade, still less a price which the 
farmer would regard as giving him a fair return. Russian flax is virtually cut 
off, while Belgian supplies also show a downward tendency, and, in addition, 
are not considered so suitable as the home-grown fibre for certain types of 
fabric. On the other hand, until the farmer regains a measure of confidence 
that he is going to receive a reasonably remunerative price, it would be opti- 
mistic to expect to see flax compete successfully against other crops for which 
there are comparatively attractive guaranteed prices and assured markets. 
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The Irish Linen Industry 
By G. A. E. Roberts 


(Secretary, The Irish Linen Merchants’ Association) 

HEN VJ Day dawned, the Irish linen industry had completed practi- 
W aa five years of total production for war essentials. During this 

period, the concentration upon standard counts of yarn and standard 
cloth constructions had resulted in a form of mass production which, while 
necessary in war, was entirely foreign to the normal production methods of 
the industry, which had always catered for the individual requirements of 
the world’s markets. 

rhe first essential in the industry’s post-war campaign was the stepping-up 
of production, which had suffered during the war years when thousands of 
workers had been attracted away from the textile mills and factories by the 
more congenial work offered by the light munition industries that had sprung 
up all over the country. This loss of labour was, of course, additional to that 
of the normal annual intake of approximately 5,000 young recruits. The 
labour shortage, coupled with that of raw material, had by 1942 reduced the 
rate of activity in the spinning branch to 30 per cent. of normal, but it had 
improved to about 50 per cent. by the end of the war. 

The post-war labour problem was vigorously tackled by employers. So 
far as the limited supplies of material permitted, interiors of mills and factories 
were brightened by coats of paint, and canteens, rest rooms, and other amenities 
were extended. Wages, which in 1945 were double the 1939 level, were further 
increased. The working week was reduced from 48 to 45 hours which meant, 
ir effect, a five-day week. To-day, earnings for 45 hours are 2} times what they 
were for 48 hours in 1939. 

A very important factor in the building up of production was the availa- 
bility of Belgian flax, supplies of which had been unobtainable for five years. 
Belgian flax is essential for the production of the finer classes of linen goods. 
Moreover, the substitute materials that had to be used during the war presented 
many difficulties to the workers and, to achieve a suitable product, a large 
proportion of the material had to be wasted in processing. 

After VJ Day the various purchasing departments of the British Govern- 
ment rapidly terminated contracts for war goods and the Irish linen industry 
was given two tasks : 

(1) To provide a large supply of linen utility household goods and apparel 

for the United Kingdom. 

(2) To export the balance of production to hard currency markets. 
A programme of linen goods and selling prices for the United Kingdom was 
prepared by the industry and received the approval of the Board of Trade. 
This programme represented about 30 per cent. of the industry’s production, 
and included sheets, pillow cases, plain tablecloths, glass and kitchen cloths, 
handkerchiefs and dress linens. The other 70 per cert., even when supple- 
mented by substantial quantities of Government surplus linen goods, pro 
insufficient to meet the overseas demand. Buyers flocked to Northern Ireland 
from all over the world and orders were placed for delivery years ahead. 
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Manufacturers were told in effect that price did not matter so long as the buyer 
could get delivery of his goods. Order books were filled as soon as opened. 
Manufacturers were not selling their production so much as allocating it. 

It was not, however, until 1946 that the industry got into its stride. In 
that year linen exports rose to £14 millions, compared with £4 millions in 1945 ; 
in 1947 the total was {20 millions. Nor were the increases caused merely by 
the rise in prices. In the piece goods class, i.e. cloth in the web or roll, the 
square yardage of exports rose from 8? millions in 1945 to 39 millions in 1946 
and 46 millions in 1947. Exports of linen damask made-up cloths and napkins 
rose from 9,000 cwts. in 1946 to 13,000 cwts. in 1947 and those of made-up 
linen handkerchiefs from half a million dozen in 1945 to one and a half million 
in 1946 and two million dozei in 1947. 

One rather disquieting feature of the otherwise healthy trends is that the 
U.S. share of the export trade in linens has been substantially reduced. Of 
the total linen exports, the United States took 30 per cent. in 1945, but less 
than 20 per cent. in 1947. This is a serious matter, not only for the linen 
industry, which regards the American market as a most important outlet, 
but also, of course, for the country as a whole. The decline in 1947 reflected 
American consumers’ expectation of a general fall in prices, so that there was 
a general tendency to defer purchases. The expected fall did not come, and 
when prices started to rise again, people resumed spending, but the linen 
trade was unlucky. By the time the average American housewife had paid 
her grocery bill, the mortgage on the house, the instalments on the car, on 
the radio and the washing machine, there was little margin for luxury expen- 
diture—and linen, being so regarded, suffered accordingly. Furthermore, the 
unsettlement caused by anticipation of the results of the Geneva Convention 
on Trade Barriers was a factor militating against dutiable imports into the 
United States. Presidential election year is also a time of patchy business, so 
it may be 1949 before the United States becomes the market for Irish linen 
that the industry believes it can and will be. 

While American demand for linens was falling off, the other overseas 
demand was expanding. In 1947 practically every British Dominion and 
Colony at least doubled its 1946 intake of linen goods from the United Kingdom, 
and some showed an even bigger increase than that. Of course, the compara- 
tively small white population in these markets means that saturation point 
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could be reached before the substantial drop in U.S. demand could be made 
good by Dominion purchases. Brazil and Argentina had, by 1947, developed 
into substantial markets for Irish linen goods, mainly for suiting and other 
clothing types of cloth. This particular expansion was very welcome from a 
currency point of view, and the industry did its part in stimulating it further, 
but unfortunately both these countries introduced a permit system for certain 
imports which led to months of hold-up in shipments and loss of seasonal trade. 
Both have now reached agreements with the United Kingdom,,. 

The linen trade realized last autumn that the revised export target con- 
fronted it with a substantial task. At that time the monthly average rate of 
linen exports was about {1} millions ; the target rate for mid-1948 was {1} 
millions ; for end-1948, {2 millions. These targets were calculated from exports 
in the last quarter of 1946; but supplies then were being augmented by the 
Government surpluses. 

To launch the necessary production drive, trade union leaders and employers 
formed themselves irto a National Crisis Production Committee. Pamphlets 
setting out the country’s needs and the extent to which linen operatives could 
help were printed and circulated to the 50,000 workers in the trade. Sir 
Stafford Cripps has recently visited Belfast to meet the Committee and has 
addressed a mass meeting of linen trade workers. These efforts have borne fruit. 
The rate of activity in the trade has risen to 80 per cent. of full capacity. 

Despite these developments, the domestic public is still without its desired 
linen goods for the home. To meet the export target, production of linen for 
the United Kingdom has been cut to about 10 per cent. of the total. 





Bank Clerks’ Orphanage 

At the 65th annual meeting of the Bank Clerks’ Orphanage last month, Viscount 
Goschen reported an increase in members and subscribers during the year by 79 to 
49,880. At the year-end 545 children were in its care, including 130 whose fathers lost 
their lives in the war. Readers outside the British banking circle may be unaware that 
the Orpharage cares for its protégés, not in any central buildings of its own, but by 
maintaining them in the schools they were attending on the death of their parent member 
or subscriber, or in carefully selected public or private schools where they are treated like 
any other pupils. Lord Goschen reported several recert successes in University degree 
examinations and in Public Schools’ athletics. 





BOWMAKER LIMITED 


For Export and all other Types of Credit 


OUR FACILITIES SUPPLEMENT THOSE of the JOINT STOCK BANKS 







BOURNEMOUTH: LONDON : 
BOWMAKER HOUSE, LANSDOWNE. 61 ST. JAMES’S STREET, S.W.1. 
Tel: Bournemouth 7070. Tel: REGent 1481. 






AND BRANCHES. 









eFonte 


cl 





eT 


TS 
ts 
Id 
as 
it. 


ed 


nt 
to 
st 


by 
er 
ke 


I St e—-~-ssssne-assshs 





19] 





International Banking Review~ 


Australia 
HE Prime Minister has announced that the Australian Government does 
Text intend at this stage to follow New Zealand in revaluing its currency, 
but has admitted that it has had the matter under consideration. 

Action has been taken to stop purchases by continental countries of 
Australian wool and other produce for re-sale in dollar markets. Such trans- 
actions are stated to have resulted in a considerable leakage of Australian 
dollar earnings. 

The Federal Government has agreed to provide financial assistance for the 
gold-mining industry, but its proposals are far more limited in scope than had 
been hoped. 

Belgium 

The three bills altering the constitution of the National Bank of Belgium 
and effectively nationalizing the bank in fact if not in form have passed through 
the Belgian Parliament. The main changes are the doubling of the bank’s 
capital (the new shares being allotted to the State in non-transferable form) 
and the waiving, in the State’s favour, of the laws against block voting. Various 
changes in the bank’s balance sheet are provided for, including the offsetting 
and cancellation of certain debits and credits concerning the Belgian Treasury. 


Ceylon 


Plans to spend large sums on agricultural and industrial development in 
the Dominion were outlined by the Finance Minister when the first Dominion 
Budget was introduced. The Government has decided that certain basic 
industries, such as power, cement, steel and industries providing the necessities 
of life, should be State-owned. With regard to non-basic industries, the 
Government intends to undertake industrial research, establish pilot factories 
and provide whatever help is necessary to private capital to increase the 
national wealth. The investment of funds, whether of local or of foreign 
origin, in the development of the Dominion’s resources would therefore be 
welcomed. 

China 

The long-awaited programme for reform of Chinese finances includes pro- 
vision for the introduction of a managed gold standard currency—the “‘ Gold 
Yuan’”’—to take the place of existing currency. Conversion of old currency 
into new has been fixed at a rate of 3 million Chinese national dollars for one gold 
yuan. The reserve backing to be provided for the new currency is described as 
“too per cent.” —of which not less than 40 per cent. will be in gold and silver 
and foreign exchange, the remainder to comprise negotiable stocks and assets 
of State-owned enterprises. 

The new currency is to be exchangeable into foreign currencies under 
licence at a rate of four gold yuan for one U.S. dollar. Gold and silver dollars 
and foreign currencies already held by Chinese residents are to be surrendered 


* Other current international banking newsis discussed in ‘‘A Banker’s Diary ’’, on pages 133-138 
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to the Government, and foreign exchange assets of Chinese nationals are to 
be registered with the Central Bank of China for control. 

Efforts are to be made to balance Governmental receipts and expenditures 
through an overhaul of the tax system and measures of financial retrenchment. 
In an effort to balance overseas accounts, steps are being taken to promote 
exports, to stimulate home production of goods now imported and to limit 
imports of less essential goods. Import quotas have already been reduced. 
The reform programme also includes drastic measures to control and 
stabilize prices, salaries and wages. No increases in prices or wages will be 
permitted without official approval. Banking control is to be strengthened. 


Egypt 

The sale by the Egyptian Government of a substantial quantity of cotton 
to an American concern at a price 20 per cent. below current market levels is 
believed to indicate the authorities’ acute need for U.S. dollars. 

It has been officially stated that the Government is prepaied to finance 
the new cotton crop should the banks find difficulty in doing so, but the earlier 
plan for a cotton loan has been abandoned for this year. Schemes to raise 
loans for financing the State railways, the Aswan hydro-electric scheme and 
the Palestine campaign have also been postponed. The amounts required will 
be drawn from the so-called reserve fund. 

A decree has been published bringing into operation the law authorizing 
the issue of Egvptian Treasury bills to a total of {E 50 millions as cover for 
the issue of additional banknotes. These bills will take the place of British 
Treasury bills as backing for the note issue. 


Iceland 


An agreement has been concluded with the Economic Co-operation Adminis- 
tration in Washington for a line of credit to Iceland of $2.3 millions to finance 
the purchase of U.S. machinery and supplies for increasing the production 
and processing of herring oil. The loan will carry an interest charge of 3 per 
cent. and is repayable in 10 years, principal repayments to begin approximately 
three years after the first advance on the credit, which may be taken up at 
any time prior to June 30, 1949. 


India 


The Finance Minister disclosed in the course of the debate on the new 
sterling balances’ agreement with Britain that the Reserve Bank of India was 
engaged in valuing British and other foreign interests in India and was expected 
to make its report by March next. The Minister asserted that the sterling 
debt was safe and that fears of a scaling-down or repudiation were unfounded. 
If necessary, he declared, British commercial interests in India, which were 
thought to amount to about £600 millions, could be appropriated. 

The bill to nationalize the Reserve Bank of India provides for the transfer 
of all shares to the Government with compensation for shareholders payable 
in Government promissory notes carrying an interest rate of 3 per cent. The 
present Board of elected directors will be replaced by a Board entirely nomi- 
nated by the Government. The Bill empowers the Government to give 
directions to the Bank on matters of policy which the Bank must carry out. 
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It also enables the Bank to hold certain currency assets besides sterling in the 
issue and banking departments. The bill terminates the present practice of 
the Reserve Bank of maintaining balances with banks in the United Kingdom. 


Iraq 
A financial delegation has visited London to discuss with British Treasury 
officials the question of transferring management of the Iraqi currency to the 
Government of Iraq fiom the British-controlled Iraq Currency Board. 
The Finance Minister revealed that the interruption of the flow of oil to 
the Haifa refinery has cost Iraq {1 million. He claimed that the loss of 
revenue would affect the country’s major reconstruction projects. 


Japan 

The conference between the Japanese authorities and representatives of 
the sterling area countries has resulted in agreement upon a programme of 
trade to the value of {60.5 millions between the two areas in the year to July, 
1949—a four-fold increase. The aim has been to achieve a balanced trade at 
the highest practicable level. 

Japan will sell to the sterling area cotton textiles, raw silk, rayon and 
woollen goods, industrial machinery, rolling stock, chemicals and paper-ware 
in exchange for raw cotton and wool, jute, hides, cereals and various other 
raw materials. Japanese exports of cotton textiles to the sterling area .~ 
henceforward be paid for entirely in sterling instead of as to 50 per cent. 
U.S. dollars as provided for by an earlier agreement. 


Mexico 


Mexico has abandoned the rate of 4.85 pesos per U.S. dollar maintained 
since 1941. A new exchange rate is being worked out in collaboration with the 
International Monetary Fund, but in unofficial dealings the peso has been 
traded up to 6.75 pesos to the dollar. The Finance Minister has stated that the 
immediate cause of the decision to abandon the previous rate was a substantial 
capital efflux, but the deterioration in the trade balance caused by imports of 
capital equipment for industrial development has contributed to the pressure. 


Netherlands 


The International Bank, under guarantee of the Netherlands Government, 
has granted a $12 million loan to a group of Dutch shipping companies for 
the purchase of American ships. The wong takes the form of 2} per cent. Serial 
Mortgage Notes with a life of from one to ten years. A group of American 
banks has purchased $8.1 millions of these rotes under World Bank guarantee 
and the balance has been taken up by the International Bank itself. 


Norway 
A new bilateral payments agreement has been concluded with the Anglo- 
American Bizone of Germany. Norwegian indebtedness to the Bizone, 
amounting to Kr. 42 millions, may now be discharged through Norwegian 
exports to Germany, so that settlement in dollars may be avoided. 
Norway purchase d a further 100 million Belgian francs from the Inter- 
national Monetary Fund in July following a purchase of similar amount in June. 
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The Finance Minister has called attention to the drain on the country’s 
dollar reserves. In the first half of the year, dollar expenditure amounted to 
$70 millions against $112 millions in the corresponding period of 1947, but 
over the same period dollar income dropped from $69 millions to $55 millions. 


Palestine 


The Finance Minister of the new Jewish State has launched a scheme for the 
introduction of a new currency unit in Jewish-controlled areas of Palestine 
to replace the currency of the Palestine Currency Board. The change-over is 
described as being a step towards establishing monetary independence, made 
necessary by the action of the British authorities last February in excluding 
Palestine from the sterling area. It is claimed that the change is not directed 
against the United Kingdom and the sterling system and that the Jewish 
authorities hope to establish friendly financial relations with Britain when 
political contact is restored. 

The supervision of the new note issue has been entrusted to the Anglo- 
Palestine Bank. Under a charter granted by the Provisional Government, 
the bank is empowered to issue notes of various denominations to be known 
as Israel pounds. It is intended that the Israel pound shall be equal to the 
£ sterling and exchangeable with sterling within the limits set by foreign 
exchange restrictions. The new currency becomes legal tender, while Palestine 
Currency Board notes cease to be legal tender from September 15, though 
banks will continue to be free to exchange Palestine pounds into the new bank- 
notes after that date. 

Backing for the new issue will be held by the Anglo-Palestine Bank in the 
form of gold, foreign exchange, notes of the Palestine Currency Board and 
Treasury bills and short-term securities issued by the State of Israel. 


Peru 

A new payments agreement signed with the United Kingdom provides for 
the withdrawal of Peru from the American Account group of countries for 
British exchange control purposes. Trade between Peru and sterling area 
countries will henceforward be transacted entirely in sterling which will not 
be convertible into U.S. dollars. Peru has also gained the right to use sterling 
in settlement of payments in the British Transferable Account area subject 
to agreement between the two countries. It is hoped that the pact will increase 
the volume of trade between Peru and the sterling area ; this trade has suffered 
severely from Peru’s previous status as a “ dollar ’’ country. 


Rumania 


It has been officially announced that the majority of the Rumanian banks, 
including the Bank of Rumania, are to be dissolved. Banks have been 
instructed to draw up balance-sheets preparatory to the appointment of a 
liquidator to dispose of their assets. The few banks exempted from this 
decree include the joint Soviet-Rumanian Sovrombank, the National Bank of 
Rumania and certain co-operative banks. 

The Government has authorised the release of certain sums blocked in the 
course of the currency reform a year ago. Funds to be released include small 
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savings bank deposits, money deposited by diplomatic missions, funds de- 
posited by nationalized institutions, balances belonging to the State before 
nationalization, and various savings, pensions and public and private credits. 


South Africa 


The Malan Government’s first Budget modified the gold-mining taxation 
formula in favour of the mining concerns and granted an acceleration of allow- 
ances for the amortization of capital expenditure ; increased the tax on share 
transactions ; made tax concessions to the lower income groups and repealed 
surcharges on normal income tax and super-tax. After allowance for these 
changes, the Union, in the current year, will have a surplus of £8.9 millions of 
revenue to set against capital expenditure. 

The Finance Minister made it clear in his Budget statement that the 
Union would retain membership of the sterling area. The Government hoped 
to avoid imposing restrictions on dollar imports and ‘‘ would mobilize reserves 
to ward off that danger”’. In addition, powers might be taken to reduce the 
present gold cover requirement of 30 per cent. 

In his annual statement to the shareholders of the Reserve Bank, Dr. De 
Kock, the Governor of the bank, indicated that use would be made of the 
Union’s sterling balances and the sterling proceeds of the gold loan to Britain 
to cover the expected adverse balance of payments with the sterling area during 
the next three years, so that the current gold output would be fully available 
for use in bridging the Union’s dollar gap. 


United States 


The special session called by President Truman to tackle the inflation 
menace ignored the Administration’s request for powers to control wages and 
prices, impose rationing and introduce an excess profits tax. The version of the 
anti-inflation Bill passed by Congress provided only for restrictions on con- 
sumer credit and for the adjustment of the limits to which the Federal Reserve 
system can raise the reserve requirements of member banks. 

In a mid-year revision of Budget estimates, President Truman has warned 
the country that it will be faced with a deficit of some $1,500 millions in the 
fiscal year to June 30, 1949. He declared that this deterioration in the 
budgetary situation eliminated one of the principal forces restraining inflation. 

Other recent developments in fiscal and credit policy are discussed in an 
article on page 139. 

Uruguay 

The Banco de la Republica has issued a circular cancelling the restrictions 
imposed on June 1, 1944, upon the entry of foreign capital into Uruguay. 
Banks are now permitted to purchase foreign currency in the free exchange 
market without specific licence from the authorities except in the case of 
currencies of countries with which Compensation Agreements are in force (the 
United Kingdom, France and Belgium), when official sanction must be obtained 
in accordance with the existing regulations. 

The Banco de la Republica has also cancelled a previous notice allowing 
the negotiation of sterling bills arising from the export of certain Uruguayan 
products to countries outside the sterling area. 
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. f e sims co se 962.0 629.0 273.0 
ch 7 -. Sees padi sea Hi .. 8.3 712.1 206.2 
1943 ++ 5623.2 2819.9 2803.3 | IV... 660.1 738.6 122.5 
uy 1944 .. 5788.4 3038.5 2749.9 | 1947 I .. 1228.9 1261.5 2.68 
of 1945 Ss 6057.8 3238.1 2819.7 on ee o19.5 840.1 220. 3§ 
" o« 806.3 807.5 0.7 
1 wc 8 284. . 2 . o 
ar 1946 5474 3284.5 2190.3 IV .. 736.1 761.5 25.4§ 
to 1947 ++ 3910.3 3341.2 569.1 1948 I .. 1023.0 1435.8 412.8§ 
‘i 1948 on Sars 3844.9 657.8§ is. «>, 683.8 794.8 181.0§ 
7 * Allowing for loan expenditure. § Surplus. 
1a 
Floating Debt 
‘ Aug. 15, July 23, July 30, Aug. 6, Aug. 13, 
\) ; 1947 1948 1948 1945 1948 
7 Ways and Means Advances fm. £m. £m. fm. fm. 
‘a Bank of England .. a 11.8 13.3 
{- Public Departments re 330.7 294.0 301.2 270.5 287.0 
Treasury Bills : 
Tender oe oe ee 2180.0 2210.0 2210.0 2210.0 2210.0 
Tap - ‘i - 2428.2 2632.8 2620.3 2598.5 2355.6 
Treasury deposit receipts oe 1380.5 1429.5 1429.5 1429.5 1429.5 
) 6337.1 6580.1 6501.0 6508.5 6282.0 
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Treasury Deposit Receipts 
Raised Redeemed Outstanding ¢ 
Monthly* : £m. £m. £m. tas 
1947 March 31 .. ae ua 543.0 594-5 1456.5 «© 
June 30 .. em bi 110.5 132.0 1442.0 = 
Sept. 30 .. ia we 453.0 483.5 1292.5 
Dec. 31 .. ion fon 175-5 110.5 1402.5 
1948 March 31 .. - — 545.0 455-0 1291.0 _— 
April 24 .. a ae 405-0 340-5 1349-5 
May 29 .. se ol 115-0 87-5 1377-0 ~ 
June 30 .. sc ei 269.0 178.0 1468.0 i 
July 31 41.0 79-5 1429.5 5 

* Periods ended on last Saturday in each month, except at final month in each quarter. SB 

§ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. iS 
1948 Net New 1948 Net New 

Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 

Jan. 17.. — 38.5 — 38.5 Apr.24 .. 30.0 21.0 9.0 a 
e ae _- 5-5 - 5-5 May 1 ._ = 3-0 - 3.0 Pw 
i ae -- 0.5 - 0.5 pa 8 as —_ = — s 

Feb. 7.. -- = —- a 2 o.« 2.0 42.0 — 20.0 r= 
= BA ox — 55.0 ~ 55.0 a a ~« CO.0 24.5 35-5 © 
» 21... 60.0 98.0 - 38.0 » 29 «- 35-0 20.0 15.0 S 
re 8. —- 35-5 — 35-5 June 5 a fee 37.0 33.0 Z, 

Mar. 6.. 160.0 101.5 58.5 os wa «. Ge 6.9 13.5 
" 13... 120.0 140.0 — 20.0 » 3 «. @e.0" Gee 20.0 — 

os 20 .. 100.0 90.0 10.0 » 26 .. 50.0f 20.08 30.08 
9 27 80.0 80.0 — July 3 .. 20.0 51.0§ — 31.0§ 

Apr. 3... 200.0 150.0 59.0 oo we ww ee FS — 38.5 > 
oo 30 «se 269.0 236.5 35-5 » I7— A 
» 17 .. 120.0 106.0 14.0 Aug. 14 — — —_— = 

* Of which {60 mn. at 7 months. + Of which {30mn.:at 7 months. § Unofficial figure. < 
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Eastern Enterprise 


For over three hundred years men of enter- 
prise and initiative have engaged in trade 


BANK ADVANCES IN GREAT BRITAIN * 
(LATEST QUARTERLY STATEMENTS) 


—_ 
with the East. For nearly a century The = 
Chartered Bank of India, Australia and China > 
has supplied them with the specialised bank- aq ’ 
ing services that this trade demands. . | 
Today, in addition to these services, the * 

Bank’s wide network of branches ensures om 

that a wealth of information on local needs — 





for products and services is readily available 
to customers. Those planning to enter the markets of the East are cordially invited to discuss their 
problems with the Managers of the Bank in London, Manchester or Liverpool. 


THE CHARTERED BANK OF INDIA, AUSTRALIA AND CHINA 
(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38, BISHOPSGATE, LONDON, E.C.2. 
Manchester Branch: 52, Mosley St., Manchester 2 e Liverpool Branch: The Cotton Exchange Bldgs. , Old Hall St., Liverpool 3 





West End (London) Branch : 28 Charles Il St., London, $.W.1 e New York Agency : 65, Broadway, New York 
Associated Banking Institution in India: The Allahabad Bank Ltd. 
The Bank's branch system, under British management directed from London, serves 


INDIA « PAKISTAN « CEYLON ¢ BURMA « SINGAPORE AND FEDERATION OF MALAYA 
NORTH BORNEO AND SARAWAK ¢ INDONESIA e FRENCH INDO-CHINA e SIAM 
THE PHILIPPINE REPUBLIC e HONGKONG e CHINA e JAPAN 


eS 
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STATISTICS 


BANKING 
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OPERATION GRATITUDE’ 


R.A.F. Sunday, September roth, reminds us one and all of an 


opportunity—and duty—that surely none would willingly forget. Barcl 


chairn 
Lloyd 
Garde 
to be 
Readit 
Hodne 
boroug 
Hill, t 
Mr. E 
Megra 
to be 1 
Spark] 
Mr. R 
Covent 


| 
| 
| 


Eight years ago now, that selfless few “‘ clawed from the skies ” 
our immediate and mortal peril. 

Since then, through the Royal Air Force Benevolent Fund, we have 
assisted in the only way we could the airmen and airwomen of 
war’s aftermath. 

Since then their widows, dependants and orphans, have had their 
days made brighter by a steady generosity and by the Fund’s 
wise stewardship. 

“ Operation Gratitude ” still needs funds. 


ROYAL AIR FORCE 
BENEVOLENT FUND 


Please address your donation to LORD RIVERDALE, Chairman, or SIR 
BERTRAM RUMBLE, Hon. ‘Treasurer, R.A.F. Benevolent Fund, 1 Sloane 
Street, London, S.W.1. 

Registered under the War Charities Act, 1940) 


Holt : 
to be 
manag 
assista 
retiren 
on reti 
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Midla: 
manag 


HENRY BUTCHER 


& CO. 


SPECIALISING IN THE 


Sale and Valuation FACTORY 
of AGENTS 


Industrial Properties © FIRE LOSS 
Plant and Machinery ASSESSORS 


HEAD OFFICE: 


73 Chancery Lane, LONDON, W.C.2 


Tel. : Grams. : 
HOLborn 8411 (8 lines) Peanetrancy, Holb., London 
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Appointments and Retirements 


Barclays Overseas Development Corp. Ltd.—Mr. A. C. Barnes, D.S.O., O.B.E., deputy 
chairman of Barclays Bank (Dominion, Colonial and Overseas), has been elected to the board. 
Lloyds Bank—Head Office, Chief Inspector's Dept.: Mr. K. T. F. Brunger, frem Covent 
Garden, W.C., to be an inspector. Executor and Trustee Dept.—Bournemouth : Mr. H. C. Sonnex 
to be sub-manager; Brighton: Mr. H. W. B. Hoskins, from chief office, to be sub-manager ; 
Reading : Mr. H. J. Drew, from Bournemouth, to be manager. Pall Mall, S.W.: Mr. H. L. 
Hodnett, from Pall Mall, to be a section manager on retirement of Mr. G. W. Wilkins. 4 %éle- 
borough: Mr. L. F. Perley to be manager. Bexhill-on-Sea: Mr. S. G. Holloway, from Burgess 
Hill, to be manager. Bournville, Birmingham Mr. E. A. Southam to be manager. Brighton : 
Mr. E. Whitley-Jones, from Bexhill-on-Sea, to be assistant manager. Burgess Hill: Mr. F. S. 
Megrah, from Winchester, to be manager. Bury St. Edmunds : Mr. W. V. Suttle, from Lichfield, 
to be manager on retirement of Mr. A. N. Mills. Cape Hill, Smethwick : Mr. C. N. Gadsby, from 
Sparkbrook, Birmingham, to be manager in succession to the late Mr. H. C. W. Williams. Cardiff : 
Mr. R. M. Wignall, from Newport, Mon., to be manager on retirement of Mr. T. V. Phillips. 
Covent Garden, W.C.: Mr. D. S. Williams, from St. James’s Street, S.W., to be sub-manager. 
Guildford : Mr. C. V. Allen, from Head Ofiice, to be manager on retirement of Mr. E. K. Hunter. 
Holt: Mr. T. I. Cooper to be manager. Lichfield: Mr. A. E. F. Olden, from Stourport-on-Severn, 
to be manager. Lianfairfechan (also Penmaenmawr): Mr. A. Evans, of Penmaenmawr, to be 
manager on retirement of Mr. H. Lloyd. Manchesley : Mr. W. B. Fowler, an inspector, to be 
assistant manager. Milford Haven: Mr. H. W. Davies, from Haverfordwest, to be manager on 
retirement of Mr. E. V. Scriven. Rhos-on-Sea: Mr. C. Davies, from Llandudno, to be manager 
on retirement of Mr. F. W. Button. Skewen: Mr. D. W. Jones, trom Ystalyfera, to be manager. 
Stourport-on-Severn : Mr. J. C. Mitchell, from Bridgnorth, to be manager. Totlerdown, Bristol : 
Mr. F. H. Smith, from Watford, to be manager on retirement of Mr. 1. R. St. Q. M. Seymour. 
Upton-on-Severn : Mr. H. H. Rutter, from Stratford-on-Avon, to be manager. Watford: Mr. 
G. H. Yeoman to be sub-manager. Winchester : Mr. R. N. Jutsum, from Weston-super-Mare, to 
be sub-manager. Wrexhan:: Mr. J. W. Burton, from Upton-on-Severn, to be manager on retire- 
ment of Mr. H. A. Phillips, owing to ill health. 

Martins Bank—Stafford : Mr. C. B. Armatage, from Low Fell, to be manager of this new 
branch. Hebburn: Mr. H. Brown, of the North-Eastern district Staff, to be manager. Low 
Fell: Mr. E. F. B. Middleton, from Hebburn, to be manager. 

Midland Bank—London—431 Oxford Street: Mr. H. Abbott, from 196 Piccadilly, to be 
manager; Pall Mali: Mr. G. J. Brown, from 431 Oxford Street, to be assistant manager ; 
196 Piccadilly : Mr. J. C. Read, from New York, to be manager. Pradford-on-Avon: Mr. 
T. F. Bastick, from Stroud, to be manager on retirement of Mr. A. G. Williams. Liandyssul : 
Mr. T. J. V. Nicholas, of Clydach, to be manager. Walton-on-Thames : Mr. C. R. Spincer, from 











Broadwater, Worthing, to be manager. IVorthing, Broadwater: Mr. C. W. T. Payne, from 
Boscombe, to be manager. 
North of Scotland Bank—Luimphanan: Mr. D. Asher, from Alford, to be manager on 


Mr. J. M. Irvine’s resignation. /nvergordon : Mr. R. R. Mackinnon, from Queensgate, Inverness, 
to be manager on retirement of Mr. D. Marshall. 

Union Bank of Scotland—BSuckie : Mr. W. McDonald McNab to be manager on retirement 
of Mr. C. J. Petrie. 

Williams Deacon’s Bank—Lt.-Col. Sir Alan Sykes, Bart., D.L., has decided to relinquish his 
directorship after serving as a member of the board for thirty years. 








VALUATIONS 


For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of an old established firm 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46 GRESHAM STREET, LONDON, €.C.2 
Tel. MONARCH 3422 (8 lines) 








PROTECTION - PENSION > INVESTMENT 


For a cost of less than 10/- a week, a man aged 30 may : 


Make certain that his family will receive £1,000 should he die 
before the age of 65 


Receive £1,000 when he reaches the age of 65 (or an annual pension 
for life of £94 6s. 8d. instead of the £1,000) 


Obtain a substantial relief from Income Tax on his premium. 


Special terms are available to members of bank staffs 


WRITE FOR PARTICULARS APPLICABLE TO YOUR OWN AGE TO :— 


THE STANDARD LIFE 
ASSURANCE COMPANY 


(Established 1825) 
HEAD OFFICE - . - 3 George Street, EDINBURGH 


LONDON OFFICES - 3 Abchurch Yard, Cannon Pa E.C.4; 
15a Pall Mall, S.W.1 


AND BRANCHES THROUGHOUT THE UNITED KINGDOM 


DUNFERMLINE 
BUILDING 
SOCIETY 


Estp. 1869 


PresiDENT: Tue Rr. Hon. Tue Eart or Exvcin ano Kincarpine, K.T., C.M.G. 


The Society is now prepared to receive Share 
Investments, up to a maximum of £5 
and will allow interest thereon at 


Per rt % annum 
INCOME TAX PAID BY SOCIETY 
Prospectus on Request 
HEAD OFFICE: - - EAST PORT, DUNFERMLINE, FIFE 
Manacer: - ROBERT STODDART, M.A., LL.B., CA. 
ASSETS : £3,000,000 RESERVES : £115,000 





BANKING 
EXECUTIVES 


A Safe Method of Controlling 
Securities, Trustee 
Documents, etc. 


VISUAL Identification for 


PROFITABLE 
INVESTMENT 


with a high degree of 


CONVENIENCE 


PRIVATE INVESTMENTS 
At the present time it is not easy 
to place relatively large sums of 
money where they will earn a 
good return with safety and 
convenience. 

Professional men who find 
themselves in need of such 
facilities, or who have clients in 
need of them, will find the shares 
of the Co-operative Permanent 
particularly suited to their re- 
quirements. 

Investments up to £5,000 are 
accepted, and earn interest at the 
rate of 2% per annum, with the 
Society meeting the liability for 
income tax—a yield equal to 
£3.12.9 per cent where tax has 
to be paid at full standard rate. 
Invested money is secured by 
first mortgages mainly on private 
houses: capital is free from 
fluctuation in value and is 
available on reasonable notice. 


COMPANY INVESTMENTS 

Facilities are available for 
investing Company funds, on 
advantageous terms, in the form 
of loans fixed for varying periods. 


You are invited to send for 


details of the investment services 
available through the Society and 
to assess for yourself the advan- 
tages offered by them. 


(0-OPERATIVE 
PERMANENT 


BUILDING SOCIETY 


NEW OXFORD HOUSE, LONDON, W.C.1 


Telephone: Holborn 2302 


CITY OFFICE: 50 CANNON ST., E.C.4 


Telephone: City 1161 


QUICK ACTION 


Moet Banks have a problem peculiar 
to themselves in the filing of 
Securities, Trustee Documents and similar 
papers. 
Many of the leading Banks have over- 
come this problem by utilising Shannon 
Suspended filing. 


There are two systems: One with 
colour-coded flat tops, which permits a 
very full description and have slotted-in 
cards for annotating essential information. 
The other has adjustable five-position 
tabs, angled conveniently to meet the eye 
and carrying colour signals for visual 
identification. 


Both systems can be fitted into existing 
equipment—in cabinets, desk-drawers or 
self-contained desk units. Both are very 
speedy in action in that “ sighting ” any 
particular documents is a matter of split 
seconds. And the filed documents, etc., 
are protected from dust, etc., since the 
files totally enclose them. 


Further details of how these schemes 
are operating in many leading Banks are 
available on request. 


SOLVE THOSE SEARCHING PROBLEMS 


The Shannon Ltd., 
541 Shannon Corner, New] Malden, 
Surrey 





ASK YOUR OWN LOCAL BANK FOR 


NATIONAL CITY BANK 
DOLLAR TRAVELERS’ CHECKS 


EASY TO CASH SAFE AGAINST LOSS 
ISSUED BY 
THE NATIONAL CITY BANK OF NEW YORK 


LONDON OFFICES: 117 OLD BROAD STREET, E.C.2: 11 WATERLOO PLACE, S.W.1 











TO BANK MANAGERS 
Please consult us—we have been established since 
1772 — regarding your customers’ JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON. LTD. 


By Appointment e 
‘ s,6 and 7 King Street, Tel.: WHItehall 6275 


Medallists to 


H.M. The King St. James’s, LONDON, S.W.1 


4 lines 








CROWN AGENTS FOR THE COLONIES 
i pplications fre calified candidates ave invited for the following posts :— 
ASSESSMENT OFFICERS required by Governments of Nigeria and Gold Coast 
for Income Tax Departments for one tour of 18 to 24 months with prospect of permanent 
and pensionable establishment. Salary, including expatriation allowance, {600 rising 
to {1,200 a year. Commencing salary according to age, war service and experience. 
Outfit allowance {60. Free passages and liberal leave on full salar¢. Candidates, not 
over 35, should be educated to matriculation standard and have had experience in 
accountancy and/or taxation in commercial houses, banks or in Local Government 
offices, etc. Apply at once by letter, stating age, whether married or single, and full 
particulars of qualific: s and experience and mentioning this paper, to the Crown 
Agents for the Colonix 


Millbank, London, S.W.1, quoting M/N/18576/3C on both 
letter and envelope. 











